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FRIDAY, MARCH 1, 1957 


Hovuss oF REPRESENTATIVES, 
COMMITTEE ON FOREIGN AFFAIRS, 
SUBCOMMITTEE ON INTERNATIONAL 
ORGANIZATIONS AND MOVEMENTS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:42 a. m., in room G-3, 
Foreign Affairs Committee room, United States Capitol, Hon. A. S. J. 
Carnahan (chairman of the subcommittee) presiding. 

Mr. CARNAHAN. The committee will come to order. This morning 
we are beginning a series of hearings before one of the subcommittees 
of the Foreign Affairs Committee, the Subcommittee on International 
Organizations and Movements. The jurisdiction of this subcommittee 


is— 


to deal with questions relating to the United Nations and its specialized agencies, 
other present and proposed international organizations, and the development of 
international law, and those aspects of communism, fascism, nationalism, and 
other political ideas basically affecting international relations. 

This morning the subcommittee inaugurates a series of hearings on 
some of the international movements affecting the foreign policy of 
the United States and the peace and security of the world. 

During the 83d and 84th Congresses the subcommittee held exten- 
sive hearings on the 10 specialized agencies of the United Nations 
and other international organizations in which the United States 
participates. During the 83d Congress the subcommittee conducted 
a study mission in Europe and made a report on the specialized 
agencies of the United Nations with headquarters located in that area. 

During the present Congress (85th) it is the intention of the sub- 
committee to study the international movements aspect of the sub- 
committee’s jurisdiction. 

The subcommittee feels that the studies we have in mind are well 
covered by the title, ‘Building a world of free peoples.”” Our major 
concern, of course, is the part the United States must play in this 
essential piece of international engineering. Members of the sub- 
committee, along with many others, realize that a world of free 
peoples must be attained and perpetuated. We also realize that the 
task cannot be accomplished by any one nation nor any few nations 
regardless of strength and position. The task is truly one of inter- 
national cooperation involving positive and constructive effort dedi- 
cated to friendship, understanding, and mutual concern. 

Any study of such a broad but positive and definite achievement 
must consider among other fundamental elements the basic factor of 
economic forces. Since economic forces are so essential to worthy 
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human aspiration international movements are adjusting their sails 
to economic patterns. 

The first part of our present study will be concerned with major 
economic patterns and the results of the rather violent clash of these 
economic forces. The study will of course give attention to the 
economies oi the free world and also those of the totalitarian regimes. 

The study may reveal something more definitely understandable 
regarding the political i influence resulting from both the sane use and 
the abuse of economic forces. 

It is the desire of the subcommittee to hear as many competent 
witnesses as possible, both governmental and private. The sub- 
committee will follow its practice of making its hearings, w hen printed, 
available to the public so that it may be kept abreast of the latest 
developments on this important subject. 

Qur first witness this morning will be Edward L. Freers, Director, 
Office of Eastern European Affairs, Department of State. 

Mr. Freers, you may proceed as you desire. 


STATEMENT OF EDWARD L, FREERS, DIRECTOR, OFFICE OF 
EASTERN EUROPEAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Freers. Mr. Chairman and members of the committee, we 
have been asked to talk to you about the Soviet economic system. 
Mr. Larson, Deputy Chief of the Division of Research for the Soviet 
Union and Eastern Europe, has prepared a brief presentation, pro- 
viding a general outline of Soviet economic institutions, Soviet eco- 
nomic policies and performance, and Soviet foreign trade operations. 

Before he presents this information, I would like to make reference 
to the role of coercion in the Soviet economic system. Without this 
factor, it clearly could not function as it does. Coercion enables the 
Soviet leaders to dedicate their economic system to the cause of 
international communism rather than to the welfare of the Soviet 
people. Behind the economic progress of the U.S.S. R. lies the sacrifice 
of millions of lives to collectivized agriculture, wide-scale purges and 
executions to punish economic failures. Until recently, forced labor 
camps were a basic feature of the system, as was strict regimentation 
of labor in general. 

The death of Stalin and the execution of Beria were followed by a 
weakening of the police apparatus, which has affected the will and 

capability of the Soviet leaders to maintain the previous high level 
ary ‘rcion. ust what this will mean in the future for the functioning 
of the Soviet economic system is still unclear. Broad changes now 
being made in the administration of the economy and the recent drop 
in planned industrial growth n ay be reflections of this new situation. 

As I mentioned earlier, Mr. Larson will present a general picture 
of the economic system itself. 

Mr. CarnaHan. Do you have any further comment at this time? 

Mr. Freers. No. 

Mr. Carnawan. Then we will hear from Mr. Thomas B. Larson, 
Deputy Chief, Division of Research for the U.S. S. R. and Eastern 
Evrove of the State Department. 

Mr. Lerson, we ere glad to have you, and you may present what 
you have for us. 
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STATEMENT OF THOMAS B. LARSON, DEPUTY CHIEF, DIVISION 
OF RESEARCH FOR U, S. S. R. AND EASTERN EUROPE, DEPART- 
MENT OF STATE 


Mr. Larson. Mr. Chairman and members of the committee, I 
welcome this opportunity to meet with you at the committee’s request 
to discuss the Soviet economy. I will confine myself in this intro- 
ductory statement to a brief summary of some basic features, and be 
ready after it to answer questions. 

As you know, the Soviet Union is a very large country, in some 
corners of which even Texas might get lost. Although it possesses 
a wide range of resources, many are difficult to exploit or of marginal 
quality. Despite its vastness, the U.S. S. R. is short of land suitable 
to cultivation, and lands now under cultivation suffer from various 
deficiencies: short growing season, inadequate moisture, or poor 
fertility. Even some of the rivers run the wrong way, and talk is 
heard in the U.S. S. R. of changing their course. 

The Soviet regime took over an industrial system eae though 
developing rapidly in the decade before World War I, was behind 
those of Western European countries. For 30 years ni rulers sacri- 
ficed everything else to push ahead heavy industry, which in Tsarist 
Russia was relatively underdeveloped in comparison to light industry, 
transportation, and agriculture. 

They made the U.S. S. R. an industrial power second only to the 
United States, though a poor second. Their policy required the 
sacrifice of creature comforts and imposed almost unbearable strains 
on the population. To enforce this unpopular policy Stalin and the 
Soviet leadership used coercion mounting to open terror. No gov- 
ernment responsive to public opinion could have taken a course so 
destructive of popular interests. 

Since the death of Stalin the men in the Kremlin have experi- 
mented with the Soviet economic system, making significant changes 
in both economic policy and in the management structure. Just a 
few days ago the Communist Party leadership announced plans for 
sweeping changes in the system of economic management. 

Abroad this leadership launched a foreign economic offensive in 
which underdeveloped countries of the Middle East and Asia serve 
as a principal target. 

Despite these changes and this experimentation, the Soviet rulers 
continue to demonstrate a preoccupation with expanding the power 
of the state rather than the welfare of the people. This has, in fact, 
been the main policy goal throughout the decades. 

There is no hint that this goal has been substantially modified 
under Stalin’s successors, however much they have modified the 
means used in its pursuit. These leaders have condemned as vile 
heresies any notions of giving first priority to consumer welfare. 

Just this month Pravda denounced as enemies of the U.S. S. R. 
those who thought the Communist Party should give priority to light 
industry development. Whatever the Soviet record in other spheres 
in matching deeds to words, the U. S. S. R. has been eminently 
successful here. 
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I. SOVIET ECONOMIC INSTITUTIONS 


Almost all Soviet economic life is governed by the state, which owns 
all the land, factories, and mines. To achieve the expansion of the 
Soviet state power the regime has devised a system of state-operated 
economic agencies subject to central party and Government direction. 
A small group of top party leaders in the party presidium sets major 
policies, which are spelled out by the Soviet i —or Council of 
Ministers—of whose members almost three-fourths are what we would 
call industrial magnates. 

Each of some 47 economic ministers heads a state monopoly in a 
specialized field—whether coal mining or auto manufacture—with 
enterprises scattered over the Soviet Union. 

Thus, in the field of motor vehicles, instead of General Motors, 
Ford, Chrysler, and the independents, there is one motor trust which, 
incidentally, produces annually in addition to trucks only 100,000 
passenger cars instead of 6 million. 

The headaches of coordination, which are of a very persistent 
variety, now largely fall on two planning agencies: 1 for 5-year and 
longer plans and 1 for annual and other short-term plans. 

These planners set production targets, allocate materials, and watch 
for lags. The difficulties of planning from 1 center the operations of 
over 200,000 separate enterprises have led, particularly in the last 
2 years, to attempts at a limited decentralization, giving local regions 
and managers more authority. There is much more of this in light 
industry than in heavy industry, in part because the success or failure 
of heavy industry is of more concern to the leaders. 

The changes in the system of industrial administration suggested 
in the last few days and not yet put into effect imply the abolition of 
the specialized industrial ministries and steps toward regional integra- 
tion of industrial enterprises, with the regions following economic 
rather than political boundaries. Not all of this may come to pass, 
but in any case the party leaders have insisted that this regionalization 
will not be allowed to interfere with the highly centralized system of 
planning. 

Although State-owned, most enterprises operate on a cost-accounting 
basis as Government corporations which can buy, sell, and administer 
property. This system is designed both to simplify central bookkeep- 
ing and to cut costs and show a profit on the balance sheets. The 
Government then taps these profits, along with other sources of 
revenue, to provide incentives for managers to plow back into indus- 
trial expansion, not necessarily in the area of profitmaking. 

A special word on agriculture. Though there is a trend toward 
more state farms, whose workers are paid regular wages and whose 
products are completely at the disposal of the Government, most 
peasants are attached, more or less permanently, to collective farms. 

In fact, nearly half of the entire Soviet population lives on collective 
farms. Dependent on state agencies for mechanical and technical 
assistance, they must turn over to the state at low prices a large 
portion of their crop or produce. The collective farm and, finally, the 
individual farmer get what is left. 

The members can farm individually only a very small plot of land 
on which they are allowed a cow and some small livestock. This 
private economy helps them eke out an existence, because they can 
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use the proceeds, along with their returns from the collective farm, 
either for their own use or to sell at collective farm markets, the only 
markets in the U.S. S. R. where supply and demand sets prices. 


Il. ECONOMIC POLICIES AND PERFORMANCE 


In my description of how the Soviet economy is organized I have 
suggested some of the policies that govern its operation. The over- 
riding emphasis on expansion of Soviet state power has resulted in a 
policy of heavy industry first. 

Soviet planners have consistently allocated a large share of the 
national product to investment, and this investment has gone first of 
all to heavy industry. 

In 1956 heavy industry took 60 percent of all investments (93 per- 
cent of industrial investments). Consistently heavy industry and 
armaments have had first claim to managerial and engineering talent, 
to skilled labor, to transportation. 

The policy has gotten results for the regime. In the period 1928 
to 1956 the Soviet national product about tripled, increasing from 
roughly 50 billion United States dollars to 155 billion United “States 
dollars. 

In approximately the same period United States output grew from 
187 billion to 412 billion United States dollars, less rapidly than the 
U.S. S. R. percentagewise, but far greater in absolute volume. 

Soviet growth was most uneven, with agriculture and light industry 
lagging far behind. <A good overall yardstick of industry growth can 
be found in figures on steel production. Soviet steel output grew by 
more than 11 times, from 4.3 million metric tons in 1928 to 48.6 
million in 1956. United States steel output in the same period grew 
from 52.4 million metric tons to 104.5 

With more than 40 percent of Soviet output channeled to invest- 
ment and defense, consumption has had to be rigorously held down. 
This has been accomplished largely by steep turnover taxes concealed 
in the price of goods, although direct taxes and compulsory loans are 
also used to siphon off purchasing power. 

Except for health and education, vital in preparing trained workers 
and in keeping them at work, the consumer sectors of the economy 
have been neglected: agriculture, housing, civic facilities, manu- 
factured consumers’ goods. Perhaps the sorriest record is that of 
agriculture. Soviet agriculture functions under great natural handi- 
caps, which I mentioned earlier. These can be seen in the much 
advertised ‘‘new lands” program. 

The lands brought into cultivation under Khrushchev’s “Eastward 
Ho” program are definitely marginal and cannot re PNT to yield 
good crops year after year, though occasionally a year will come 
along, as 1956 did, in which nature redeems hori and encourages 
further gambles. 

These handicaps of nature do not explain, however, the lag in 
Soviet agriculture, which must be attributed largely to the failure 
of the collective farm system to provide incentives and to the low 
priority accorded agriculture in allocation of investment and assign- 
ment of technicians. 

Stalin’s death brought changes in the economic policies affecting 
both agriculture and industry, as the urgency of reform was keenly 
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felt. These changes were mostly kept within the limits of the heavy- 
industry-first principle, and do not signify any retreat from Com- 
munist economic thinking. Badly neglected sectors like agriculture 
and housing have been given a better deal with more investment to 
both sectors and more incentives to farmers in the form of higher 
prices and lower taxes. There have been measures to improve work- 
ing conditions, including a scheduled reduction of working hours and 
more stress on safety measures in factories. The lowest income 
groups have been given a boost through increases in minimum wages 
and pensions. Apparently considerable numbers of labor camp 
inmates have been freed. 

The original draft for the Soviet sixth 5-year plan, 1956-60, reflects 
the greater attention given to agriculture and housing. Investments 
in these fields are less reproductive than investments in machinery 
industries. As a result, plan 6 envisaged a slower growth of industry 
as a whole than the fifth 5-vear plan, 1951-55. Other factors con- 
tributing to the slowdown are the smaller annual additions to the 
labor force due to the low birth rate of the war and postwar years. 

But even the more modest growth rates of plan 6 were not attained 
in 1956 and in recent months the directives for plan 6 have been re- 
considered. A new plan for 1957 shows a much smaller growth than 
implied in the original plans. Why this sudden slowdown? It is 
due to a combination of factors: poor planning, resulting in raw- 
materials shortage, the economic repercussion of the troubles in Poland 
and Hungary, the ‘disruptive influence of the administrative reorgani- 
zation and—last but not least—larger expenditures for armaments. 


IiI. TRENDS IN SOVIET FOREIGN ECONOMIC ACTIVITIES 


Whatever the present difficulties of the Soviet economy, the 
U.S. S. R. has developed into a powerful industrial empire and has 
used its economic potential to further its political goals abroad, both 
in the free world and in the satellites. It is these foreign economic 
policies which I will now briefly discuss. 

Spectacularly displayed Soviet deals with Egypt, Burma, India, 
end other countries have highlighted a general increase in Soviet 
economic activities abroad. These have involved the Sino-Soviet 
bloc countries as well as the U.S.S. R. proper. Like the adminis- 
trative and domestic economic shifts, they show the extent of change 
since 1954, within, however, the context of the overall Soviet aim of 
of expanding the U.S. 8S. R. power base. 

Since 1954 the Soviet leaders have kept up a steady drive to ex- 
pand Soviet foreign trade with the me world, a trend counter to the 
basic Soviet bias for autarky. The effort has taken the form of ne- 
gotiating trade agreements, putting on good shows at international 
fairs, pressing specific barter deals. 

Insofar as economic motives alone are involved, the U. S. S. R. 
appears first on the international market as a purchaser with a long 
list of wants, and then seeks to provide salable exports to balance 
imports. 

However, political motives alter this picture in regard to countries 
which the Soviet leaders believe they can influence by economic deals. 
Soviet foreign trade increased in 1955 by 50 percent over 1953 and 
apparently showed another substantial increase in 1956. Though 
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there was a general increase down the line, it was greatest in absolute 
terms with the industrial West, but was greatest percentagewise with 
the underdeveloped areas. 

Accompanying this trade program was a program of economic and 
technical assistance, a new field for the U.S.S. R. This program has 
expanded phenomenally since late 1955, with Soviet-bloc economic 
and military aid to free-world countries totaling almost $1.5 billion, 
the larger portion being for economic development. The U.S. S. R. 
and Soviet-bloe countries have been supplying an increasing number 
of civilian and military technicians to carry forward this program. 

The increase in commercial exchanges with non-Communist coun- 
tries has occurred simultaneously with changes in U.S. S. R. economic 
relationships with the European Communist regimes. 

From 1954 to 1956 Soviet trade with the Eastern European satellites 
declined, at first percentagewise, and in 1956 apparently in absolute 
value. ‘This involved adjustments to post-Stalin developments in the 
satellites, where overindustrialization and increased pressure for im- 
proved living standards necessitated imports which the U. S. S. R. 
could only with diffic ulty supply. 

The satellite turn toward the West for these goods was followed 
by increased Soviet trade with the West. However, the U.S. S. R. 
did not reduce but maintained or increased its trade with Communist 
China. 

The difficulties in Eastern Europe and the increased ferment 
sparked by the Soviet Party Congress in February 1956 led the 
U.S. S. R. to provide large credits and aid to satellite economies. 
Steps along this line were speeded up after the Poznan riots in Poland 
and especially after the October events in Poland and the Hungarian 
revolution, as a Soviet attempt to offset trends hostile to the 
U.S. 8. R.’s position in Eastern Europe. 

The Soviet economic offensive in the free world is motivated 
primarily by political reasons, with almost all the credits to four 
political targets: Yugoslavia, Afghanistan, Indonesia, and India. 
Most of the Soviet technicians to be sent abroad are scheduled to go 
to India, Afghanistan, and Egypt. Gestures have also been directed 
at Syria, Yemen, Cambodia, Burma, and Argentina. These countries 
would not be the logical Soviet trading partners if economic factors 
were uppermost. For example, the U. S.'S. R. has acce pted substantial 
amounts of rice—though Russians eat little rice. Economic factors 
exist, however, and the U. 8. S. R. may profit economically from the 
increasing interchange. 

Now that Yugoslavia has apparently disappointed Soviet expecta- 
tions of enticing ‘her back into the bloc, the U. S. 8. R. has dragged its 
feet in allowing these credits to be used. 

Recent difficulties with the satelites and in Eastern European 
economies have made it more difficult for the Soviet Union to carry 
forward its aid program to the free world. Although a slowdown 
cannot be ruled out, it may affect principally countries where the 
the Soviet leaders on recalculation believe the political game is not 
worth the candle. Since political motives are still governing, how- 
ever, as opportunities occur they will probably be exploited wich trade 
and aid offers. 
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IV. CONCLUSION 


In conclusion, one can say that the U.S. S. R. more than any other 
country in the world has fashioned its economic organization and 
economic policies to fit its political power interests. To enhance its 
power, it has built up a highly centralized and thoroughly planned 
system of economic management. 

For the same purpose it has built up the second largest industrial 
complex, neglecting in the process those sectors of the economy that 
cater to consumption, namely agriculture, housing, consumers’ goods 
industries and distribution. And in the interests of its political power 
it has created an empire of dependent countries and is now staging a 
trade and aid offensive in areas which it considers vulnerable to its 
program. 

Mr. CarnaHan. Before we start the questioning, I would like for 
each of you to give us just a brief statement of your personal back- 
ground, for the record. Mr. Freers, if you would care to do that. 

Mr. Freers. How far back do you want to go? 

Mr. Carnauan. Not too far back. 

Mr. Frurrs. I entered the Foreign Service in 1941, and served in 
Trinidad, Paraguay, Moscow, Viadivostok, and Rome. 

I have had special Russian training at Cornell University and at 
Columbia University. I was assigned also as adviser on Eastern 
European affairs to our mission to the United Nations in 1949, and I 
am now occupying the position of Director of the Office of Eastern 
European Affairs. 

Mr. Carnanwan. Mr. Larson. 

Mr. Larson. I attended the University of Nebraska, University of 
Chicago, and Columbia University, and then after a spell of teaching 
and service in the Army I came to the Department of State in 1947, 
where I have remained since, with the exception of one assignment to 
Moscow in 1950-51. Currently I am the Deputy Chief of the 
Division of Research for the U. 5. S. R. 

Mr. CarnaHANn. What is your native State? 

Mr. Larson. I was born in Missouri but grew up in Nebraska. 

Mr. Carnanan. We will proceed with the questioning at this time. 
I will not monopolize the time for questioning but may cut in oc- 
casionally for a question. 

I notice in your statement, Mr. Larson, you state, “The Soviet 
economic offensive in the free world is motivated primarily by political 
reasons.”’ Would you care to elaborate on that just a little further 
for us? You say that their attention was directed particularly to four 
countries: Yugoslavia, Afghanistan, Indonesia, and India. 

Mr. Larson. Sir, I believe it is motivated in that way because they 
feel that economic efforts directed toward countries such as these 
would have beneficial political results for them. They may, of course, 
miscalculate on this. I think it is the aim of building a favorable 
climate for their political position in the world which influences this, 
rather than a particular need for products from those countries or to 
sell products which they have, for which these countries offer the 
most logical market. 

Mr. Carnanan. Would it be stating it too bluntly to say, then, that 
their economic interests are not necessarily in the development of 
economies but are for the political values which they will get from their 
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presence in the countries they are helping economically, or proposing 
to help economically? 

Mr. Larson. I think one could say that. 

Mr. CarnaHan. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. You certainly have 
given us some very fine statements, and we appreciate getting the 
information on the economic system in the Soviet Union. 

In the first part of your statement, Mr. Larson, you described the 
Soviet economy in the country and you gave some figures on steel 
production and automobile production. Would it be possible for you 
to give us, for the record, various other categories measuring the 
development of the economy, such as coal production, oil production, 
and then is it possible to get into the consumers’ goods area? 

Have you a great deal of material along this line? 

Mr. LARSON. Yes, sir; we could supply any amount of this kind of 
data on the Soviet produc tion, particularly of those basic commodities 
that you have mentioned, and of consumers’ goods. 

There is a difficulty when you get into the field of machinery, be- 
cause of the difficulty of measuring it except in value terms, that is, 
excepting in rubles. When you get into ruble measures, you are off 
on to a rather shaky ground. When it comes to statistics on tons of 
coal or linear meters of cloth, we can easily supply these. 

Mr. Carnanan. You had in mind a prepared, rather concise state- 
ment that could be made a part of the record? 

Mr. Merrow. That is what I had in mind, Mr. Chairman. 

Mr. CarnauHan. You will supply that? 

Mr. Larson. Yes. 

(The information requested appears on p. 27.) 

Mr. Merrow. You spoke of $155 billion, as I recall it. Do you 
compare that to the over $400 billion that represents the gross national 
product of the United States; is that what you had in mind? 

Mr. Larson. Yes. 

Mr. Merrow. That is, then, the extent of the Soviet economy in 
comparison? 

Mr. Larson. That is right. That is a comparison of their total 
GNP, their total product, with ours, expressed in terms of ovr prices. 

Mr. Merrow. The figures over a few years, you mentioned 1954, 
I believe, and so on, then would give the committee a pretty accurate 
picture of the Soviet economy under their system of coercion? 

Mr. Larson. The GNP figures do not, in one way, give as accurate 
a picture as the figures on industry alone, because, as I mentioned, 
there are some sectors of the Soviet economy, the ones which they 
consider of secondary importance, which have grown very slowly. 
This means in a figure representing total output you don’t get as 
rapid an increase as you would if you confined it to one section. 
But it does give a picture of the growth of their whole economic 
output. 

Mr. Merrow. In other words, if you were to break the figures 
into heavy industry as against light industry, that would be a more 
accurate measure of the military potential? 

Mr. Larson. It certainly would. 

Mr. Merrow. In reference to the foreign economic policy, you 
mentioned the two items of trade and economic assistance. Speaking 
of their operation in Burma, Egypt, and other countries, it is difficult, 
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of course, to get information, but do you have—take trade, for 
instance—a country-by-country estimate of the increase in their trade 
operations? 

Mr. Larson. I know we have some figures. J am sure we can give 
you a picture of that kind. I don’t know how many could be made 
available. But there are some figures that would present that. We 
will be glad to prepare that for you. 

(The information requested appears on p. 29.) 

Mr. Merrow. In reference to the economic assistance, if I recall, 
you mentioned the technical assistance and economic aid amounting 
to about $1.5 billion annually? 

Mr. Larson. No; that is not an annual figure. I perhaps misled 
you on that. That is a figure which covers their total commitments 
as of the date, as of the present date. Ail those commitments have 
been entered into, I believe I am correct in saying, since the beginning 
of 1956. Annually, the total projected runs $200 million to $400 
million. 

Mr. Merrow. In your information do you have a country-by- 
country breakdown? You mentioned a few countries that were 
receiving technical assistance and economic aid. I would like to 
find out how many countries, and what are the countries in which 
this program is operated. 

Mr. Larson. We can supply that also, sir. 

Mr. Merrow. Is this on a, should I say, barter basis? Do they 
do anything similar to what we are doing, loans, grants? 

Mr. Larson. There have been very few grants. So this is not an 
important part of their picture. I think there have been a couple of 
rather small grants. They engage in barter and they have granted 
credits. Those are the two principal forms of their economic activities 
in these areas. 

Mr. Merrow. They use those forms in the underdeveloped coun- 
tries as well as in the others? 

Mr. Larson. Yes. In fact, I believe this is true, the economic 
credits have been almost entirely to underdeveloped countries except 
for the Eastern European area. 

Mr. Merrow. You could give us the extent, as well as you can, 
of the operation in the underdeveloped countries? 

Mr. Larson. Yes, sir. 

Mr. Merrow. As against the other? 

Mr. Larson. Yes. 

(The information requested appears on pp. 31, 42. 

Mr. Merrow. Do you have information as to ae this econ- 
omic and technical assistance, this business of economic aid, is an item 
that is included in the Soviet budget from year to year? Is that 
being done? 

Mr. Larson. I think that would be rather difficult to supply. 1 
don’t believe we could even make an estimate on that. 

Mr. Merrow. Is there any way to measure the success of this 
economic operation by the Soviet Union in the underdeveloped 
countries 

Mr. re I am not sure just what that would involve. We 
have some idea of the extent to which the countries after negotiating 
agreements or after being granted credits have utilized the credits. 
But I am not sure that I understand what form of success you had in 
mind. 
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Mr. Merrow. It seems that we are in an economic contest in the 
underdeveloped countries, and the Soviet Union is trying to assist 
economically in these countries to bring them under their political 
control, since they operate entirely from “politic: al motives. We have 
also sent aid to these various countries, and if we could possibly 
determine how successful they are being in comparison or how suc- 
cessful we are being in comparison that would help in developing 
economic policy. 

Mr. Frreers. May I make a stab at that one? I think it should be 
approached this way: First of all, what we are talking about are the 
commitments. And there is, of course, a problem of performance 
under those commitments. We have scattered information as to how 
they are performing in an economic sense under those commitments. 
From a political point of view, their program is still in an early stage 
and their program is very selective. They would go to Burma, let 
us say, and take their rice crops. In the beginning that looked to be 
a very good move because it took care of a commodity that Burma 
had no market for. There have been some indications that it has not 
been fully as satisfactory as the Burmese had expected. 

Mr. CarnaHAN. In what sense has it not been satisfactory? 

Mr. Freers. That some of the rice was sold to markets that Burma 
herself would have sold to, for one thing. There really has been, I 
think, no chance yet to appraise the overall effect in the various 
countries as to how successfu! it has been. It has had an initial psy- 
chological effect that has been useful to the Soviet Union. Their 
policy with regard to the underdeveloped areas has been one of 
furnishing what the governments of those areas have wanted most at 
the time or adapting themselves to the need at the time rather than 
concerning themselves with the effect on the overall economy. 

Mr. Merrow. That is all for the moment, Mr. Chairman. 

Mr. Carnanan. Any time any of you have a question that you 
want to ask, feel free to break in at any time. Mr. Fountain. 

Mr. Founrain. I will pass for the moment, Mr. Chairman, because 
I missed a good portion of both statements. 

Mr. CarnaHANn. Mr. Fascell. 

Mr. Fascetu. Thank you, Mr. Chairman. Mr. Larson, I was 
interested and still am in some of the conclusions that you arrived at 
and how you arrived at them. I hope you will bear with me for a 
moment while we explore them. You say, at the bottom of page 1: 

No government responsive to public opinion could have taken a course so 
destructive of popular interests. 

Do you compare the popular interest of the U. S. S. R. in this case 
with the popular interest of the United States in order to arrive at 
this conclusion? 

Mr. Larson. I can’t say that I went through a systematic country- 
by-country process of analysis on this. But I think we do know 
enough about the way in whic h free governments operate that except 
in times of war when there is clearly a national emergency it is cer- 
tainly difficult to expect a government to ruthlessly keep its popu- 
lation on such a low level— 

Mr. Fascety. The point is, they do? 

Mr. Larson. Yes; they do. 
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Mr. Fascexu. The second point is that this statement would pre- 
suppose existence or knowledge on the part of the people of Russia 
to do something else. 

Mr. Larson. I think we have good enough evidence on the fact 
that this kind of policy was most unpopular with the Russian people. 
It is evidence that is present, for instance, in the reports from the 
people who left the Soviet Union during World War II, and subse- 
quently. 

Mr. Fascetu. In a matter of degree, if this is possible, could you 
give us some degree as to the feeling that you have just described? 

Mr. Larson. Well, I think it was at the time of the worst suffering. 
It was very intense. That was in the period of the thirties. | think 
that after World War II there was great disappointment that the 
Government did not move, the Soviet Government, did not move 
toward rebuilding the country for the benefit of the population, in 
view of the sacrifices of the population. But their standard of living 
and consumption generally has crept up almost annually since World 
War Il. T herefore, I don’t think that this dissatisfaction is as great 
as it was at one time. 

Mr. Fascety. In comparison, what is it today? 

Mr. Larson. I think the population has been relieved by the 
economic changes that have occurred since Stalin’s death. I think 
they don’t go nearly as far as the people would like, but certainly most 
of them are in the direction of satisfying some of the most urgent 
needs, reflecting, for instance, on both the peasantry and the lowest- 
paid workers. Both of those groups have benefited by measures of 
the last few years. 

Mr. Fascetu. Then would it be fair for us to state or arrive at the 
evaluation today that in the main the popular interest is connected 
and related fairly closely with what the Government of Russia is 
trying to do? 

Mr. Larson. I am not sure that I get——- 

Mr. Fascety. Put it another way: Is it fair for us to evaluate 
today that the Government of Russia is moving in one direction and 
the people of Russia are trying to move in a different direction? 

Mr. Larson. I don’t think that is quite the situation. I think the 
Government has made some steps in the direction of satisfying some 
popular aspiration. But the people, I believe, would want them to 
go much, much further. 

Mr. Fasceuu. Then as I interpret it or get the feeling from your 
statements, what you are telling us is that there is some dissatisfaction 
which is inherent possibly in all people, but generally speaking the 
Government has got pretty good control of the popular interest? 

Mr. Larson. I wouldn’t say that the Government has the popular 
interest at heart. 

Mr. Fasceii. Now we are going into the motives and opinions. 

Mr. Larson. If your thought i is whether the population is ready to 
rise up against the Government, then I think that we would have to 
say no. 

Mr. Fasceuy. So we have 2 poles, in other words, and I am just 
trying to find where we are between the 2 poles. One is that the 
people and the Government are completely in accord, and the other 
is that the people are about to rise up and overthrow the Government. 
Somewhere between these two things are the people and the Govern- 
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ment of Russia. Are they halfway, below the mark, or above the 
mark? 

Mr. Freers. I think you can say now that in view of the changes 
made since Stalin died, which have reflected some, at least, ope nly, 
greater concern for the people’s welfare, there is a popular apprec iation 
of that for the time being, but the inherent long-term dissatisfaction 
is by no means met, and the Government will be under constant 
pressure to continue to increase its concern for their welfare. 

Mr. Fascextu. That gives me a pretty good idea of what your 
thinking is. I was interested in this comparison about the automobile 
industry in Russia, in which they have an industrial trust. You say 
it produces only 100,000 passenger cars, and so the question naturally 
arose: What do they produce? 

Mr. Larson. Mostly trucks. Their record on trucks is much more 
respectable. I believe it is around 450,000 annually. 

Mr. Fasceuu. Most of that is military production, I assume? 

Mr. Larson. Certainly it includes military. 

Mr. Fasceiu. Do we have any idea of what percentage of the truck 
production is military and what percentage of it goes to industry? 

Mr. Larson. No. 

Mr. Fasceiu. You don’t have any idea? 

Mr. Larson. No. 

Mr. Fasceiy. Would it have any meaning if we had those facts? 

Mr. Larson. I think it would have some meaning, although the 
military vehicles are used on occasions for what we would call civilian 
purposes. But it would give you a measure of how many were going 
directly into the civilian economy. 

Mr. Fascetu. You were talking about gross national product, and 
you made a comparison of the U. ‘S. S. R. and the United States. Is 
this based on the same factors of gross national product? Did you 
do it on American factors or Russian factors? 

Mr. Larson. It follows the American concept of gross national 
product rather than the Soviet concept. 

Mr. Fascetui. The comparison is made on our definition of gross 
national product? 

Mr. Larson. That is right; and also in terms of our price system. 
You have to do it on the basis of either the United States or the 
Soviet costs. 

Mr. Carnanan. Mr. Fascell, would you let me ask one simple 
question? 

Mr. Fasceuu. Yes, indeed. 

Mr. CarnaHAN. Is there individual ownership of an automobile in 
Russia? 

Mr. Larson. Yes. 

Mr. CARNAHAN. About what percentage of those automobiles are 
owned by individuals? 

Mr. Larson. It is certainly a minority. Most of them go to insti- 
tutions. 

Mr. Carnanan. And what about the trucks? 

Mr. Larson. The trucks would be entirely, I think, institutionally 
owned. Some of them belong to collective farms, which are in theory 
cooperatives. 

Mr. CarnaHAN. The machinery of the collective farms, I presume 
the title is in the central Government? 
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Mr. Larson. No; I believe they can own trucks, the collective 
farms. 

Mr. Carnawan. That doesn’t include all farm machinery; does it? 

Mr. Larson. No, sir. The farm machinery, such as tractors and 
plows and all the big equipment, is owned by the Government and 
held in machine-tractor stations, which also have trucks. But indi- 
vidual collective farms are allowed to have trucks. 

Mr. CARNAHAN. You may proceed. Thank you. 

Mr. Fascet.t. You made a statement that interested me on page 6. 
In talking about Soviet agriculture, and the fact that it had not done 
too well, you then say: 
which must be attributed largely to the failure of the collective farm system to 
provide incentives and to the low priority accorded agriculture in allocation of 
investment and assignment of technicians. 

Is there any significance to the manner in which you pi 20g those 
clauses, or did you give emphasis of one over the other, or did you 
intend to? 

Mr. Larson. I wasn’t thinking of ranking them in hierarchical 
order. 

Mr. Fascetu. Would you say the last clause dealing with priority 
is the significant one and the other is an American conclusion thrown 
in and, we hope, correct? 

Mr. Larson. No, sir; I would not. I think the first clauses defi- 
nitely are of equal importance. If you notice, I put it in terms of 
the failure of the collective farm system to provide incentives. 
Theoretically, and possibly, they could even within the framework of 
the collective farm system provide sufficient incentives so that the 
farmers would gladly produce. They haven’t done this. In other 
words, it might not require, say, a private ownership system to get 
greater production. But I certainly believe very strongly that this 
was one of the major factors that hampered expansion of agriculture. 

Mr. Fascreti. The reason 1 was interested in that was to deter- 
mine whether or not you believe that the Russian system is doomed 
to failure, as a predicate for this statement. 

Mr. Larson. I don’t believe it is dcomed to failure. 

Mr. Fascetu. Economically speaking or politically speaking, either 
way? 

Mr. Larson. I see no signs that it is going to collapse or disappear. 

Mr. Fascreti. Would it be fair to say that since, as you have 
stated, the U. S. S. R. has developed into a powerful industrial em- 
pire, and you have stated it was because of the emphasis and priority 
that they have made on engineering, scientific equipment and skills, 
and so forth, that they could do the same thing with agriculture if 
they decided to give it that kind of priority? 

Mr. Larson. I think it is much more difficult with agriculture to 
organize it in that way, because of the fact that agriculture is so dis- 
persed and involves such large numbers of people, and because of 
the difficulty of their supplying to the agriculture workers the kind 
of incentives that they are able to supply on the industrial, urban 
side. I wouldn’t say it was impossible. 

Mr. Fascretit. What kind of incentives other than wages do you 
have in mind? 
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Mr. Larson. Urban workers have various incentives in terms of 
civic facilities. Just things like electricity —in some cities but not all-— 
running water, and so on, which collective farmers don’t have. 

Mr. Fascretu. They don’t have any TVA’s in Russia yet? 

Mr. Larson. Obviously there is electricity on some collective farms. 
Frequently, however, it is not wired individually into the collective 
farmers’ homes. 

Mr. Carnawan. There are some advantages of living on collective 
farms that seem to appeal to some people, too? 

Mr. Fascreuyi. I was going to say there are some advantages of 
living on a farm anyw he re, Mr. Chairman. 

Mr. Larson. I think you would find most Russian collective farmers 
would be a little hard put to count up the advantages of living on 
them. 

Mr. CarNnaHANn. Wasn’t there a time when the Government was 
very much concerned with getting their people to work in industry, 
when they wanted to stay on the farms? 

Mr. Larson. That is true; and they have expanded their labor force 
bv tapping the farms. They have done this, however, in two ways; 
one of which was fairly easy, that is, they brought in young people 
because the rural population reproduced more than the urban. They 
siphoned off those as they came to working age into industry. How- 
ever, it is true they also brought in people who had begun a career as 
farmers. I don’t think this involved any great amount of coercion to 
put them into the urban labor force. However, farmers aren’t nor- 
mally the most fluid in search for jobs. So the ¢ Government did take 
the initiative in pushing for an expansion that way. 

Mr. Carnanan. Pardon me, Mr. Fascell. 

Mr. Fascexty. That is all right. It ties in with some of the next 
questions I have, which deal with trade. 

You said that very few grants, if any, are made in this overall 
program of trade and assistance by the Russians. They have done 
it with agreements, credits, and specific barters. I believe that an- 
swers the question which I had almost immediately, which is: Are 
there any countries receiving direct budgetary assistance other than 
the satellites, of course from the Russians? 

Mr. Larson. By direct budgetary assistance 

Mr. Fascetzt. Cash payments to their treasuries? 

Mr. Larson. Without any program? Not that I know of. 

Mr. Fasceiu. You said they have stepped up their trade program, 
foreign trade with the free world. Is the current conference with 
Poland, that is, the United States conference with Poland, part of the 
Soviet hive to expand foreign trade with the free world? 

Mr. Freuns. No; it is not, we feel, obviously. 

Mr. Fascetu. You had me worried for a second. 

Mr. Freers. As far as the Soviet attitude, it is true that the Soviet 
Union has been anxious to expand its trade with the free world and 
also the trade of the satellites. 

We believe, in connection with the Polish affairs, that the Poles, for 
their own purposes, and having acquired enough independence to 
make this type of decision, are doing this on their own, and that it 
does not fit into the general Soviet attitude of increasing these rela- 
tions; in other words, that it does not redound to the benefit of the 
Soviet Union. 
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Mr. Fascretu. May I add two words to that: ‘“We hope.” 

However, I think we will admit, will we not, that this is a rather 
delicate tightrope we are walking, since we admit to start with that 
this is a very important aim of the Soviets? And that this idea of 
trade, which in emphasizing, you say: 

However, political motives alter this picture in regard to countries which the 
Soviet leaders believe they can influence by economic deals. 
Just what do you mean by that? 

Mr. Larson. I was trying to develop the thought there that from 
a strictly economic standpoint—— 

Mr. Fascetxu. We are talking about trade or barter? 

Mr, Larson. I was talking about trade deals, including barter 
deals, that from a strict economic point they approach trade from a 
standpoint of a purchaser. This is the economic background of it. 
They want to get something that they need. It is frequently ma- 
chinery, or maybe some other products, raw materials. They then 
fish around to find the exports to finance this. However, this would 
not explain some of the deals in the underdeveloped countries. 

Mr. Fasce.u. In other words, where they buy from an underdevel- 
oped country something which the Russians don’t need? 

Mr. Larson. Sometimes; as the rice example shows. 

Mr. Fasce.u. Is there a shortage of rice in any of the countries of 
the world, particularly in the Asiatic countries? 

Mr. Larson. | don’t know about the current status of rice. 

Mr. Fascr.u. Is it possible that the Russians would be buying 
rice from a country that needs to export rice in order to use it as a 
political weapon with somebody who does need rice, at a very small 
margin of profit? 

Mr. Larson. T hey might well do it. 

Mr. Fasce.yi. You don’t know if it has been done? 

Mr. Larson. IJ believe it has been done. I don’t know if the motive 
was to allow the U.S. 5S. R. to sell the rice. I think it was more that 
they wanted to buy the rice, to make the deal they had to take this 
crop, and then not being able to use it, or use all of it, they got rid of it. 

Mr. Fascexy. Let’s assume they dumped it in the Black Sea. 
What political influence did they exert in the country from w hich 
they bought the rice? 

Mr. Larson. There may not be any immediate political influence. 
I think that their hopes, however, in these deals is to expand their 
political influence. They have contributed at least to the solution 
of some country’s problem of exporting a product that they couldn’t 
find a ready market for, and the country in turn has gotten something 
they wanted from the Soviet Union. 

Mr. Fascexu. I can understand that. But before I would be in the 
position of stating that this is inherently dangerous to the United 
States, I would have to determine whether this deal subverted the 
Government from which they bought or was it intended to subvert the 
Government, or whether it maintained the status quo of that Govern- 
ment, or whether in any way it weaned it away from a position that 
would be desirable with the United States. I don’t see anything 
inherent in the nature of a transaction without some accompanying 
facts. However, when we say immediately that this transaction 
becomes politically dangerous to the United States, it then forces us 
in @ position to retaliate in some way. 
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Mr. Freers. Where they have done this most strikingly has been 
with countries who have taken international political positions favor- 
able to them, largely. 

Mr. Fascetut. You mean, they have bought votes in the U. N.? 

Mr. Freers. That is part. 

Mr. Fasce.u. That is one way of putting it. Let’s put it that way. 

Mr. Freers. They are trying to associate themselves with a num- 
ber of governments who are in opposition on many occasions to our- 
selves. This is one way of strengthening that relationship. Of 
course, it will only be long term. I don’t think it is possible to relate 
any specific deal to a political benefit. 

Mr. Fascretu. I would like to follow this out, but I am using too 
much time. 

Mr. Carnauan. We will come back to you. 

Mr. Merrow, do you have any further questions that you want 
to ask? 

Mr. Merrow. In reference to this matter of these deals, I presume 
it is one of their objectives to discredit the United States as much as 
they can? 

Mr. Larson. I think that is a general objective of Soviet policy, to 
isolate the United States. 

Mr. Merrow. There is one other question in this connection, Mr, 
Chairman. We are going to hear a great deal of discussion about our 
assistance, our economic assistance, to the underdeveloped countries. 
Although this is not an excessively large item in the budget, amounting 
to about $2 million for economic aid, probably it will be debated very 
strenuously. Suppose it were cut drastically, or suppose it were 
eliminated, which is going pretty far, would it not then stimulate the 
Soviet Union to operate in this economic field much more vigorously? 

Mr. Frenrs. I would say it would ease their task. 

Mr. Merrow. Would you want—this is a question on policy—to 
go so far as to say that to the extent that it is cut or diminished the 
task of the Soviet Union in this economic field would be easier? 

Mr. Freers. Yes, I think that the effect of what they do and what 
they feel able to do would be increased if our ability to do something, 
too, were diminished. 

Mr. Merrow. Would it not be also true that if we didn’t do some- 
thing in these underdeveloped countries that they would then turn 
to the countries and the Soviet Union that would give them assistance? 

Mr. Freers. It is certainly a likelihood. This is getting into a 
very deep field, in view of our subject. But it is certainly a likelihood. 

Mr, Merrow. That is all, Mr. Chairman. 

Mr. CarnawANn. Mr. Fountain. 

Mr. Fountarn. Mr. Freers, I noticed in your statement you say: 

Coercion enables the Soviet leaders to dedicate their economie system to the 
cause of international communism rather than to the welfare of the Soviet people. 
I think Mr. Larson has commented on that somewhat. I want to 
ask you this question: Would international communism be able to 
long survive without the exercise of coercion, in your opinion? 

Mr. Freer. I think not, because that is inherent in that system. 
It is not the practice of an economic system. It is a combination. 
And when you say “international communism,” we are talking now 
about the Soviet Union, I think. 
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Mr. Founrarn. I mean communism of the type practiced in Soviet 
Russia. Would you elaborate further on that statement? 

Mr. Freers. I think if the element of coercion were removed, you 
would have a different system. Now, if that were also called com- 
munism, we would have what we already have—that is, a great deal 
of difficulty with the word. 

Mr. Fountatn. Do we have accurate information, reasonably 
accurate information, concerning the relationship between the Com- 
munist Party in Russia and the ussian Government and the extent 
to which the Communist Party controls the Russian Government? 

Mr. Freers. Yes; I think we have. 

Mr. Fountain. Would you comment on that? 

Mr. Freers. I think whatever the formal problem may be, and 
there is some debate about that, the practical problem is that the same 
people who control the Communist Party of the Soviet Union are the 
people who control the Government. They are the same men. This 
effectively, in practice, means the party controls the Government. 
There is also a body of theoretical doctrine behind this. It is a 
one-party state, and therefore by definition means that the party 
controls the Government. 

Mr. Fountarn. Of course, they do attempt by outward appearances 
to give the impression that the Communist Party is a separate and 
distinct entity from the Government; don’t they? 

Mr. Freers. | don’t think they are really too concerned about that. 
They sign many joint decrees that affect basic problems inside the 
Soviet Union. I don’t know that they make very great efforts to 
disassociate themselves, except in the formal structure. The party 
has its own formal structure and the Government has its own formal 
structure. 

Mr. Fountain. I wonder if you have any information concerning 
the extent to which economic aid committed by Russia is outright, 
conditioned or conditional? Do you get what I mean? 

Mr. Freers. Yes; I do, I think. I think the answer to that is that 
they impose no conditions because they give their aid under circum- 
stances 1n which there is no necessity for making a condition. 

Mr. Founrarn. In other words, there is an economic climate in 
which coercion is indirect and they don’t have to make conditions? 
Is that what you mean? 

Mr. Freers. In other words, if they benefit a group or a country 
which is in conflict with us, for example. the fact that they are bene- 
fiting them serves their purpose. 

Mr. Fountain. Is any portion or segment of the Russian economy 
free? 

Mr. Larson. There is a small portion which could be called free. 
I alluded to it in the paper. The collective farmers have individual 
plots on which they can, within certain limits, this is the limits of 
freedom, you might say, raise animals and grow crops. They can then 
take those and sell them at whatever price they can get on the collec- 
tive farm markets. In that sense, it is free. 

Mr. Fasceuu. Just like we do in the United States. 

Mr. Larson. It is kept within such narrow bounds, and the Govern- 
ment has repeatedly over the years sought to restrict this, so that it 
doesn’t become an important or an overly important factor in the 
economic life, because they regard that as dangerous, if it assumed 
large proportions. 
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Offhand, I believe about half of the cows, for example, in the 
Soviet Union, are privately owned. 

Mr. Founrarn. Do these farmers have to give an accounting as 
to what they sell or what they receive in return for the things they sell? 

Mr. Larson. I don’t believe they have to give any accounting of 
that. They do have to pay taxes. However, I think under some 
recent tax changes, I believe this is true, the tax is based on the land 
rather than on what they own. Formerly, if a farmer did own a cow 
then he was taxed more than another farmer who didn’t own a cow. 
Now, since, I believe, 1953, they have attempted to build up their 
livestock and meet production, and one measure they have adopted 
to do so is to change the tax there, so that he is not taxed more because 
he owns the cow. 

Mr. Founrarn. Incidentally, since you raised that question, it 
might at least be indirectly related to the subject matter of our inquiry: 
Briefly, what is their system for collecting taxes? 

Mr. Larson. The major part of taxes come from these turnover 
taxes, which vary according to the rates, but are quite high. They 
are put on products, I believe, usually at the point of first processing. 
For instance, the Government gathers the grain but before it even- 
tually gets to the consumer in the form of bread products, there is a 
turnover tax put on it. This is entirely within the state system. 

They force one of the agencies that is concerned with the processing 
of these products to add a tax which is then taken into the state 
treasury and used. It is the principal source of revenue for the 
Government as a whole. In addition, however, they have other taxes. 
They do have an income tax, which is not steeply progressive. They 
have some other taxes. For instance, they have a tax on bachelors 
and on people with few children. 

Mr. Fountarn. Do the individuals have to file income-tax returns 
just as we do here? 

Mr. Larson. Yes, sir. 

Mr. Founrarn. I will ask both of you: In our preliminary discus- 
sions in this subcommittee when we were discussing approaches to 
this problem, in an effort to break it down into some of the significant 
headings or points we wanted to cover, we included in our suggested 
outline ‘‘the nature of Soviet organization a economic dealings with 
non-Communist nations.” I did not hear your statement, Mr. 
Larson. I haven’t had a chance to read it. 

Do you feel there is anything further you would like to add to your 
statement with respect to “the nature of Soviet organization for 
economic dealings with non-Communist nations” that may not have 
been covered in your statement, the magnitude of these economic 
sedan ey and so forth? 

Mr. Larson, I did attempt to say something about the magnitude. 
I guess I didn’t give any gross figures on trade. We could supply 
those later on. 

The trade itself is handled by means of special corporations which 
are set up, largely under the Ministry of Foreign Trade, for the 
management of either exports or imports. They deal through inter- 
mediaries or directly to purchase or make sales. Those are specialized 
by different kinds of products. You might have one on agricultural 
commodities, and so on. The development projects, I believe, are 
handled by individual ministries, depending again on the nature of 
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the particular development project. If it is in the field of electric 
power, then their Ministry of Electric Power would provide the initia- 
avs and carry out the administration of it. 

Mr. CarnaHANn. Mr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. 

There is a decrease in food production in areas like the 
Ukraine, Poland, and Rumania, which always had surpluses in days 
prior to the Communist regimes. Poland, for example, now wants 
food from us when always before it had exportable surpluses. Even 
in 1947, in the midst of all the postwar disorganization and rebuilding, 
there were all kinds of food surpluses in Poland. They didn’t have 
food rationing when much of the rest of the world still had it. 

What are the reasons for the conversion of historically surplus 
areas into food-deficit areas? 

Mr. Frusrs. I will give you one of the reasons. The emphasis on 
industrial development in the Soviet Union which took a sharp turn in 
the late twenties meant that all the agricultural production that they 
could achieve was needed to feed the growing industrial population in 
the cities. So they went into the collectivization system to make sure 
they could avail themselves of that product. Therefore it didn’t go 
into trading operations. 

Mr. Jupp. You mentioned on page 6: 
failure of the collective farm system to provide incentives and to the low priority 
accorded agriculture in allocation of investment and assignment of technicians. 
Are there other important factors besides those? 

Mr. Larson. There is one other factor I might add, that is, the 
drainoff of the agricultural population to a certain extent. The num- 
ber of people engaged i in agriculture has declined at the time when the 
number of mouths to be fed in the cities has increased sharply, as Mr. 
Freers has mentioned. If they had been able to expand the produc- 
tion on the farm sufficiently by good management and getting good 
incentives on the part of those remaining, they could have handled 
this problem. There was mismanagement in agriculture as well, and 
consequently they did have a real problem. 

Mr. Jupp. How much, if any of it, is due to deliberate resistance 
by the peasants, such antagonism to the tyrannical regimes over them 
that they produce only such amounts of foods as are necessary to 
maintain their own families, and as little more than that as possible? 
Do you think there is a conscious, deliberate attempt on the part of 
any substantial number of the farmers to weaken their communist 
regime because freedom is more important to them than additional 
amounts of food? 

Mr. Larson. I doubt if the motive that governs the farmers there 
is general opposition to the regime. I think it is a discontent with 
the collective farm system, with the regime as it is thrust on the 
farmer—that aspect which hits them, and that they haven’t found 
within that the incentives. They have gotten a very bad deal in this 
thing. I think itis that rather than a general love of freedom or hatred 
of the Soviet regime. 

Mr. Jupp. It is plain economic resentment? 

Mr. Freers. The economic factor is strong in the way the collec- 
tive farm system works. You referred to the fact that they only 
produce enough for themselves and then little left over for the state. 
I think one of the features of the collective svstem is that the state 
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takes what it wants, and then little is left over for the collective farm 
members 

Mr. Jupp. The fact is, it is pretty hard to police the millions and 
millions of individual farmers, even though their system is collective. 
Marx’s own writings always insisted on the dictatorship of the 
proletariat. Proletariat means people without property. Doubtless 
one reason his followers adhere to that doctrine is because it is rela- 
tively easy to control people without property. The workers have 
nothing to fall back on except what they get Saturday night, whereas 
the farmer has a cow, some chickens, a garden. He has a little more 
capacity to resist control from the top, and therefore, is much harder 
to dictate to than the proletariat are. 

Mr. Freers. There is a good deal of truth, I think, in that. How 
the regime has endeavored to meet that problem—as you said, it is 
difficult to police the rural areas—so they have solved it by just 
setting the amount that will be collected. That is an easier way. 
They ‘will take that much. 

Mr. Jupp. You can’t tell me that it doesn’t produce resentment 
and resistance, if a man has a poor crop and they come and take the 
same amount of grain regardless of the crop. That is not just lack of 
an economic incentive, that is an act of tyranny and in any country is 
recognized as such. I don’t believe there are human beings in 
Russia, China, or the United States who don’t develop resistance to 
that. 

Mr. Freers. I think that is true. I think the regime’s problem is 
to find out where the best balance is. 

Mr. Jupp. How much they can beat their horse without killing 
the horse. 

Mr. Larson. I might add also on that that they have quite a few 
people involved in agriculture who do nothing much but check on 
them to make sure that the product does get into the state’s hands, 
and that you have to have people to check on the checkers. There 
is a tendency for the farmers to expand their land holdings and also 
to keep the crop from going off to some distant place. 

Mr. Fascetyi. That sounds awfully familiar. I have heard it 
somewhere before. 

Mr. Carnanwan. They are finding agricultural production by the 
collective-farm method is rather expensive? 

Mr. Larson. I don’t know whether you would say they had come 
to that conclusion. I think they are firmly addicted to the collective- 
farm system or, at any rate, to a Government-controlled system of 
agriculture. 

Mr. CarnaHAN. Do you think they are adhering to it because of 
the sufficiency or because there is no other system they can rely on? 

Mr. Freemrs. They have plans to go a step further. There is some 
indication of that in their theoretical writings and in some of the steps 
that they take that they would proceed on to the point where the 
farms were what they would call state farms rather than collective 
farms, which is a system under which the farmer would become a 
paid laborer and would live in rural cities. This would give the 
regime complete control over the product. 

Mr. Jupp. He joins the proletariat, then? 

Mr. Fascetu. I[ was going to say, isn’t that pure Marxist theory? 
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Mr. Freers. I don’t know that Marx ever got this far. I think 
one of the problems with Marxist theory is that, basically, Marx’ 
theory was a theory under which the proletariat gained power. 
What he would have had as an economic system is very debatable. 

Mr. Larson. The collective idea, the idea of collective farms is 
not present in Marx’ writings. He did, however, envisage a rather 
rapid disappearance of distinction between agriculture and individual, 
between city and country. It was a kind of utopian approach to 
things which haven’t at all turned out in the Soviet Union. 

Mr. Jupp. Where are the effective titles to the land? in the col- 
lective farms? 

Mr. Freers. They are granted in perpetuity to the collective. 

Mr. Jupp. They are granted in perpetuity but they can’t buy and 
sell? 

Mr. Freers. And it is to the collective and not to the individual 
members. ' 

Mr. Jupp. A certain area of land around a center is granted to a 
certain collective, and therefore the individual does not own the land? 

Mr. Freers. There is no individually owned land. In essence, 
the state owns all the land, but it has granted this title to the collec- 
tive. 

Mr, Jupp. This is what happened in China: They propagandized 
redistribution of the land as the great thing. They promised to 
take your land and give it tome. They promoted the old assumption 
that has been accepted by too many gullible pone ae in this country 


also, that if anybody owned land or anything else, it was not because 
he worked harder or was more thrifty and a be ther manager; it was 
only because he ground the faces of the poor. And anybody who 


was poor, it wasn’t because he smoked opium or gambled or was 
shiftless, it was only because he was oppressed by landlords. There- 
fore, take land away from the people who have and give it to the 
people who have not and that will cure their problems 

In China, as soon as the people who didn’t have |: ind got some by 
this process, many of them would put on a celebration and live high. 
Within 3 years they were back in debt again and were selling their 
land back to the fellows who had it before because the latter worked 
harder and saved their money. So the Communists had to move on 
from that system of redistribution to the collective ownership system 
because the system of redistribution to individuals wouldn’t work. 
The land soon wound up in the hands of those whom they would call 
the more ruthless and we would call the more efficient. 

Mr. Larson. On this point of the collective farms having land in 
perpetuity, the amount of Government pressure is so great that even 
though they may have this charter, it is not quite as immutable as 
the constitution implies. To give an example: A few years ago they 
began a campaign to have the small collective farms merge into 
somewhat larger collective farms. In a period of, I think, less than « 
year, they reduced the number of collective farms from over 200,000 
to less than 100,000 by combining, say, 6 collective farms into 1. 
These charters played no part in the process. The party put its 
machinery into operation, the effective forces in the farms voted at 
some meeting which was arranged in advance, and they decided, 
“Sure, we have to have this larger farm. We disappear as a separate 
farm.” 
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Mr. CARNAHAN. The collective farms claim to be a democratic 
organization and select their own management. How far does that 


xo? 


Mr. Larson. I think there is conclusive evidence that most of 
those processes are manipulated by the party. 

Mr. Jupp. You have a choice to vote for one man. 

Mr. Larson. Yes, sir. They in effect nominate the collective 
farm chairman, who is supposed to be elected. As a matter of fact, 
> is evidence in the Soviet press to that effect. 

. Jupp. In the beginning, of course, the U. S. S. R. found these 
satell ites a great asset because it could milk them. On the whole 
there were more highly developed technicians i capable managers 
in those satellites. Are the stories that we hear true, that to some 
extent these satellites, just from a strict sisneiaahd standpoint, are 
becoming less of an asset, and to some extent a liability to the Soviet 
Union, because it has squeezed out about all it can? The Russians 
now have to pour a certain amount of goods and capital investment 
and effort into those satellites to keep them quiet, and perhaps more 
s going into the satellites than Russia is taking out. To what extent 
is that process taking place, or has it taken place? 

Mr. Larson. 1 wouldn’t go so far as to say they have decided it is 

1 liability. They are no doubt much less of an asset than they were 
arlier. 

Mr. Jepp. Could I ask a question about a specific country? Is 
that also true of East Germany? 

Mr. Larson. I think it is probably true of East Germany, but I 
would want to check that. They have had to do so much in ‘the past 
vear, for example, in changing their approach to the satellites, that 
they haven’t been able to get the same kind of milking that they 
indulged in earlier. 

Mr. Jupp. That is all, Mr. Chairman. 

Mr. Carnauan. Do you have any further questions? 

Mr. Fascenu. If I may. 

\ir. CARNAHAN. Suppose we go ahead for a few minutes. I would 
like to get out by 12:30. It is now 12:15. 

Mr. Fascety. We were talking a few moments ago about Russian 
trade and its relationship to its own economy and what it hopes to 
do with the non-Communist nations and what not. 

Now, I would like to separate our discussion from that and talk 
about economic and technical assistance, as such. I think you have 
already testified in answer to Mr. Fountain’s question that this kind 
of assistance usually doesn’t have any formal agreement or require 
any conditions so far as the Russians are concerned. Am I right in 
that? 

Mr. Freers. It has formal agreement. They are worked out in 
normal trade negotiations. 

Mr. Fasceii. Economic assistance? 

Mr. Freers. Yes. 

Mr. Fascrtt. Is this the project type or nonproject type? 

Mr. Freers. It is both. 

Mr. Fascrtu. What is the general nature of these agreements, a 
repayment proposition, long-term credit, or what? 

Mr. Larson. They involve credits at rather low rates of interest, 
2 to 2% percent, with long terms, sometimes delayed payment of the 
loans. 
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Mr. Fasce.y. There are no direct grants in this type of economic 
assistance? 

Mr. Larson. Not in this type. There have been in a couple of 
these direct grants. 

Mr. Fascexu. Direct grants are minor? 

Mr. Larson. Yes. 

Mr. Fascetu. They are handling their economic assistance program 
on the basis of normal agreements, with long-term credits and with 
a low rate of interest? 

Mr. Larson. Right. 

Mr. Fasceuu. This expanded to the point of $1.5 billion in 1955 
and is increasing by $400 million a year? 

Mr. Larson. Let me explain that. The billion and a half is a 
rough estimate of their total commitments to date. 

Mr. Fascruy. Since 1955? 

Mr. Larson. That is right. The 200 to 400 million dollars 
does not mean they are adding this much each year. This is a 
prorating over a period of years. 

Mr. Fascetit. What is their increment rate, if we know it? 

Mr. Larson. That would involve a question of prediction. | 
don’t think we can predict that. 

Mr: Fascetu. Either obligational authority or appropriation. 

Mr. Larson. Their total obligation is one billion and a half, 

Mr. Jupp. To be used over 10 years or 5 years? 

Mr. Larson. Yes, different terms. That is why our figure is a 
range on the yearly. 

Mr. Fascety. You say this program has expanded phenomenally 
and the larger portion is for economic development? 

Mr. Larson. That is right. 

Mr. Fascetu. And, of course, obviously it has a direct relationship 
to what the United States is trying to do. I would like to hear your 
comments on the fact that our mutual security program last year 
was 77 percent for military support and 23 percent for economic and 
technical assistance. 

Mr. Jupp. He doesn’t have to comment on the ratio. 

Mr. Fascextit. No; but this comparison is pertinent since he is 
pointing out here that what the Russians are doing is exactly con- 
trary to what the United States is doing. Should this have some 
effect on our thinking or shouldn’t it? 

Mr. Freers. In answer to that question, I think it should have 
some effect on our thinking. I should point out, though, that those 
of us who work on the Soviet system are not really the ones qualified 
to judge or to tell what is happening in the rest of the world as far as— 

Mr. Fasce.u. I can appreciate that. 

Mr. Freers. As to how it is developing, we point to the Soviet 
phenomenon and think that our own interest in the other areas of the 
world in which we are competing and in which we are interested our- 
selves, that this is a factor and what we do will have a strong bearing 
on the outcome of that competition. 

As far as the proportion on military and economic aid, that, of 
course, depends on the situation that exists in the various countries 
and what our individual objectives are there in the general program 
of getting them to support our own policies. It is hard to say. 
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Mr. Fascexu. Well, it is, but as I understand Mr. Larson’s testi- 
mony, he is considerably impressed by the growth and nature of the 
Russian program. 

Mr. Larson. Yes. It is an unusual development, which I think 
showed that they had arrived at a new stage in their thinking, perhaps 
in their capabilities, of influencing or attempting to influence through 
economic measures other countries. 

Mr. Fasceiu. Is there any way to relate or compare with the 
United States the amount of military assistance under the Russian 
program, excluding the satellite countries, of course? 

Mr. Larson. You mean, to break down the figure, the $1.5 billion, 
into military and civilian components? 

Mr. Fascetnu. Yes. This does include both? 

Mr. Larson. Yes. 

Mr. Freers. We can say in regard to Egypt, that that is an out- 
standing example of large military assistance. 

Mr. Fasceiu. That is included in the $1.5 billion? 

Mr. Freers. Yes. 

Mr. Fascetu. And in Egypt’s case it was primarily military and 
not economic? 

Mr. Freers. That is right. 

Mr. Merrow. Will the gentleman yield? On that point, did I 
understand you to say that you could break that into economic and 
military? 

Mr. Larson. No. I was asking the Congressman if he wanted it 
broken into it. We have a general idea of the proportions, but I 
couldn’t break it down in detail. 

Mr. Fascetu. He said, the larger portion being for economic 
development. I would assume that is over 51 percent, without 
getting into details. 

Mr. Jupp. Will the gentleman yield to me? Mr. Larson, without 
your having to pass judgment on what proportion of our aid should 

e military and what economic, would it be your impression that, 
ignoring the military for the moment, we could well expand or con- 
tract the amount we are putting into the economic aspect of this in- 
vestment, if you want to call it that, in other countries? 

Mr. Larson. That the United States puts in? 

Mr. Jupp. Yes. 

Mr. Larson. I am not really competent to comment on that, 

Mr. Jupp. You have studied the Communist program and its de- 
gree of success or failure, and I merely wondered if you cared to 
express an opinion as to whether we could with profit learn from them 
and expand our economic program along somewhat similar lines. 

I never hesitate to learn from another doctor who has an operation 
that is successful. I want to use it in my operating room, too. 

Mr. Freers. My impression is that we could get greater psycho- 
logical effect at times by the selection of programs. 

What aid is needed in any country is related to its peculiar situation. 

Mr. Jupp. If the gentleman will yield for one more: Most of these 
loans are on a basis of 2 percent interest; isn’t that right? 

Mr. Larson. Two to two and one-half. 

Mr. Jupp. What are ours? They run higher, [ think, although the 
wheat loan to India was 2 percent. The Russians haven’t received 
criticism as Shylocks or anything of that sort for making their con- 
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tributions on a business arrangement, a 2-percent loan; the psycho- 
logical effect among the borrowers has been pretty good; hasn’t it? 

“Mr. Freers. One adv antage they have is that they extend their 
assistance on the basis that it is exactly what is desired by the govern- 
ment concerned, regardless of whether it contributes to the genera] 
economic stability or development. 

Mr. Jupp. They go out and say, “Ww hat do you want, and then we 
will see what we can do to help you.’ 

Mr. Freers. I would say probably they see what the others want 
and make the proposal. 

Mr. Jupp. In our case, we know of instances where our people 
have gone to them on a basis of what we have thought they wanted or 
should want and said, ‘“This is what we are offering.”’ 

Mr. Freers. I can’t—— 

Mr. Jupp. No; but I can comment. It makes people mad in 
every country. It is just a matter of good psychology, of good 
business, not to tell another fellow what he wants. In general, has 
the Soviet Union gone to a country and said, ‘‘Now, we are in a posi- 
tion to help vou. It looks to us as if you have some needs”? Or 
have the initial a upproaches been made by the borrowing countries? 

Mr. Freepers. My impression is that the Soviet Union has made 
the imitial move in most cases. 

Mr. CarnaHAaNn. And to what extent have they used the local Com- 
munist parties to work up the desire for particular wants? 

Mr. Freers. [ think not too much. I[ think that would interfere 
with their program. They seem to be after the cooperation and asso- 
ciation of these governments. I[ think they play fairly skillfully the 
relationship with the Communist Party to this situation. 

I think what has happened is that in the areas in which they are doing 
this there has been some reduction in the activity of the Communists’ 
overt activities of the Communist parties against those governments. 

Mr. Jupp. It is the concealed members that make the suggestions, 
the same as in our Government. 

Mr. Merrow. You conclude, then, that this economic aid is going 
to increase? You haven’t a picture of its Increase year by year, | 
suppose. Yousay,since 1955. This is the total commitment to date. 
Is there any scale of its increase that will enable us to predict rather 
than guess in the future that it will increase a lot more? 

Mr. Larson. I don’t think it is possible to make an intelligent esti 
mate on that score. I think they are up against some difficulties in 
this program, in view of the changing relationships with the satellites, 
and in view of their domestic economic problems that they not be able 
to increase it. They may not want to increase it at the rate they have 
done in the last year or so. 

I would hesitate to hazard a guess on that. 

Mr. Fountain. Just one question: When did Russia begin giving 
economic aid? 

Mr. Larson. 1955. 

Mr. Fountatn. They never gave any until 1955? 

Mr. Larson. That is right. 

Mr. Carnanan. Do you think their evaluation of our program was 
quite a factor in influencing them to get into the economic deal? 

Mr. Larson. I tend to doubt that. 

Mr. CarnaHan. You think they would have gotten into it, anyway? 
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Mr. Larson. Yes. It seems to me that when they saw the oppor- 
tunities in these countries that they were in a position to inaugurate 
this program, I don’t think that they based it on any evaluation 
that we had made great successes in this field and therefore they would 
follow suit. 

Mr. Fascretut. As a matter of fact, their evaluation was to the 
contrary; was it not? They assumed we spent $60 billion and that 
we might soon spend ourselves into bankruptcy? Wasn’t that the 
Russian evaluation of our foreign policy? 

Mr. CarNnaAHAN. At least, it was their stated reaction. 

Mr. Larson. This wasn’t a major theme in their public talk about 
it. ‘The major theme was that we use this for purposes of imperialism. 
We were subjugating these people; their approach is disinterested. 

Mr. Carnanan. If there isn’t anything further, the committee will 
stand adjourned until the call of the Chair. 

(Whereupon, at 12:29 p. m., the subcommittee adjourned.) 

(The following tables were presented for the record:) 


U. S. 8. R. commodity production in selected years 
[From official Soviet sources except where noted] 


[All tons are metric tons] 























| 
Interwar boundaries | Postwar bound- 
| aries 
Unit ee on i a 
1913 | 1928 «| 1937 1946 | 1956 
| | 
BASIC MATERIALS | | 
i 
Crude steel. ._.- Million tons. Lae ae 4.3 | 17.7 13.3} 48.6 
Pig iron. sb aaarasetecteessstcs -| 4.2 3.3 | 14.5 9.9) 35.8 
Relte d steel____ ee ee beak 3.5 3.4 | 13. 0 9.6 37.8 
Coal, all types- .do_. ‘ 29.1 35.5 | 28.0} 164.1 419.0 
Crude oil. - do.. 9.2 | 11.6 | 28.5} 27.1 83.8 
Gas Billion cubie meters . 017 . dal} 2.32) (+) 13.7 
Electric power } Billion kilowatt-hours. ._| 1.9 | 5.0 | 36. 2 | 49.9} 192 
Mineral fertilizers | Million tons. | 69 135 3,240 23,500 |10, 900 
Soda ash__-. Thousand tons... | 160 217 | 528 i 281 } 1,545 
| ' 
MACHINERY AND 
EQUIPMENT | | | 
} } | 
Metal cutting tools_- - ‘AenilAnts vais ctusamedisiaapeaiantianin | 1.5 2.0 48.5) (4) 121.3 
Metallurgical equip- |-..-.-- icaditelened enemeadsaael i) | 36.9 18. 4 4 40.3 177 
ment. 
Oil-industry equip- j{....- ie wicunninaduahente (4) | (4) | 5.3 QQ) | 49.3 
ment | | 
Steam and gas tur- | Thousand kilowatts_.... 6.9 | 35. 7 1068 | 242 4, 226 
bines | | 
Hydraulic turbines...|.....do.......--...------ a 8.4 88.3! () | 1,581 
Generators for all RO ES eee i) | 75 | 561 ) 5, 184 
turbines. | | 
Electric motors....... 33. 2 203. 5 278.9 208. 3) 1,714 
Railroad engines a 77 479 1,172 188 | 5654 
Os eh rhea ees) () | (@) | 32 638 | 216 
Do__-- Ss () (1) 4 |} @) | 161 
Mainline fre igh it ¢ ars... T oun und Meets deikeahs 9.7 7.9 | 29.8 720.3 40 
I xj, Aciawednsnccdalwgant an waskecewdenbadneth (*) ot 180. 3 95.0) 352 
Automobiles........../-.... is nas hts checsdossibensciben tals () 1) 18, 2 | 6.0 98 
BR indcdcncadccacdlecass GN cédsnacsadeaade (4) 1 1.3 51.0 | 13.3 184 
1 Not available. 
2 1948, 
3 1932. 
41947. 
§ 1955. Manufacture was discontinued at the end of 1956 and no figure for that year is available. 
6 1948 


7 1947 
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U.S. S. R. commodity production in selected years—Continued 














Postwar bound- 


| | aries 
i Unit Hf S a hee 2 0Se Dees iS ee eli 
1913 1928 1937 1946 1956 
delice: aR altel le tidinemctirhbitalederpecniyeel atndecle aati te etieengeeeetbanl Gencidnepeiatagpemmmess, 
BUILDING AND OTHER | | 
MATERIALS | 
Cement... -- | Million tons. 1. 5| 1.8 5.5 3.4, 24.9 
Window glass .| Thousand square meters 23.7 34. 2 79.3 42.6; 112.0 
3ricks - ....-| Billion units-_-- 2.9 2.8 8.7 2. 6) 21.0 
Timber-..- ...--.-| Million cubic meters-_- 27.2 36. 0 114. 2 80.3) 204 
Paper. ..| Thousand tons 197 284 | 832 522 1, 993. 0 
Slate- | Million standard slabs_ - Y 39 | 187 | 176 | 1,813 
| | 
CONSUMER GOODS | 
| } } 
Cotton fabrics. --_- | Million meters 2,582 | 2, 678 3448 | 1,901 | 5,500 
Linen fabrics--- -- .---.do 120. 0} 174. 4 285.2) #140 | 383 
Woolen fabrics ...do 103. 0 86. 8) 108. 3 70.9} 268 
Silk and synthetic ..do 2.6 9.6 58.9 48.7] 754 
fabrics. 
Footwear (leather) _. Million pairs 60.0 58. 0 182.9 81.2) ° 274.5 
Radio and T'V sets_. Thousand sets (! (1) 161 0538 | 4,300 
Sewing machines Thousand units_ 272 286 510 *307 | 1,900 
Washing machines do (iy | () a 1,3) 195 
FOODS AND AGRICUL- | 
TURAL PRODUCTS 
| | 
Grain.~. Million tons- -- 283 18 72. 2} 14 15 7§ l4 56. 4) 17 103 
Meat, industrial (ex- | Thousand tons 1, 042 678 =| 1, 002 10 639 2, 368 
cluding farm 
slaughtered). 
Total meat_-.  — (: 13144 008 14 15 16 2 536 (1) i) 
Dairy products in do. 2, 300 1, 900 5, 000 (1) 17, 300 
terms of milk,in- | | 
dustrial. 
Total dairy products Qo: ... (1) 13 14 29, 595 14 15 25, 054 (@) —|34, 000 
Refined sugar-.- OR cae 1, 347 1, 283 2,421 | 466 | 4,354 
Fish (including sea ix” See 1,018 840 | 1, 609 1,208 | 2,788 
mammals and | 
whales). | | 
Cotton. -._- wie. . és. 744 13 14 801 1415 2,295 1,730 | 4,300 
1 Not available. 
§ 1945. 
9 1955. 
10 1948, 
11 1950. 
12 Post World War I boundaries, including the Baltic States 
8 Average, 1927-29. 
S. R. and later articles. 


4 Estimated by 


15 Average, 1935-38. 
16 1937-38, average 2,837. 
17 1955: implied in Soviet data: 1956 claimed to be about 20 percent higher. 


Naum Jasny in The Socialized Agriculture of the U, 8. 
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WEDNESDAY, APRIL 3, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON ForrIGN AFFAIRS, 
SUBCOMMITTEE ON INTERNATIONAL 
ORGANIZATIONS AND MOVEMENTS, 
Washington, D. C. 

The Subcommittee on International Organizations and Movements 
met, pursuant to call, at 10:50 a. m., in room G-3, the Capitol, Hon. 
A. 8. J. Carnahan (chairman of the subcommittee) presiding. 

Mr. CarnaHANn. The committee will come to order. 

This morning we are continuing a series of hearings regarding the 
present international situation. 1 would like to read to you from my 
statement at the first of the series of hearings which was held on the 
first of March 1957: 

During the present Congress (85th) it is the intention of the subcommittee to 
study the international movements aspect of the subcommittee’s jurisdiction. 

The subcommittee feels that the studies we have in mind are well covered by 
the title, ‘‘Building a World of Free Peoples.”” Our major concern, of course, 
is the part the United States must play in this essential piece of international engi- 
neering. Members of the subcommittee, along with many others, realize that a 
world of free peoples must be attained and perpetuated. We also realize that the 
task cannot be accomplished by any one nation nor any few nations regardless of 
strength and position. The task is truly one of international cooperation involv- 
ing positive and constructive effort dedicated to friendship, understanding, and 
mutual concern. 

Any study of such a broad but positive and definite achievement must consider 
among other fundamental elements the basic factor of economic forces. Since 
economic forces are so essential to worthy human aspiration, international move- 
ments are adjusting their sails to economic patterns. 

The first part of our present study will be concerned with major economic 
patterns and the results of the rather violent clash of these economic forces. The 
study will of course give attention to the economies of the free world and also 
those of the totalitarian regimes. 

The study may reveal something more definitely understandable regarding the 
political influence resulting from both the sane use and the abuse of economic 
forces. 


This morning we have as our witness, or perhaps we should call him 
a consultant, the Hon. Thorsten V. Kalijarvi, Assistant Secretary of 
State for Economic Affairs. 

Mr. Kalijarvi, you may proceed as you wish. 


STATEMENT OF HON. THORSTEN V. KALIJARVI, ASSISTANT 
SECRETARY OF STATE FOR ECONOMIC AFFAIRS 


Mr. Kauisarvi. Thank you. 

Mr. Chairman and members of the committee, I am appearing 
today in response to the committee’s request for the Department of 
State to present its views on aspects of our foreign economic policy 
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which serve to build a world of free peoples. Other officials of the 
Department have previously appeared to discuss the Soviet economic 
system. 

My statement will describe for you how the United States, through 
its economic policies, is contributing to a strong community of free 
world nations based upon the system of free private enterprise, a free 
flow of capital and exchange of industrial and other techniques, and a 
mutually profitable and expanding trade among the nations of the 
free world. There is a marked contrast between the Soviet system 
and ours which will be developed in this statement. Our major free 
world partners, such as the United ae are of course also vitally 
interested in a strong free world and are working to this end. How- 
ever, I wish today to limit myself. primarily to our own economic 
policies. 

First, to contrast these systems in general. As has been pointed 
out in earlier testimony, the economic diplomacy of the U. 5. S. R. 
has as its aim fur' the rance of Soviet-brand communism. Its immedi- 
ate objectives are to weaken the cohesion of the free world, to intensify 
neutralism, and: to encourage countries to look to the Soviets for aid 
and leadership. Its long-range objective is to subvert and communize 
any nation which appears to be a likely political target. Its dream 
of ar ideal world is a politico-economic system planned and controlled 
from the Kre min. 

The aim of the United States in the conduct of our foreign economic 
policy has been to work not for enslavement of other peoples but for 
their freedom. Our immediate aims are to work with free peoples 
everywhere in helping to improve standards of living and to provide 
people with greater opportunities to develop their abilities and enrich 
their contributions to human life. Our long-range objective is to help 
make it ee le for people throughout the world to choose the course 


of freedo! l nde] e nde ni of fore ign domination or ideological slavery. 
Our aim is a world community of free and prosperous nations bound 
together by peaceful ties of trade, of mutual helpfulness, and of 
common als of human dignity. Thus conceived, the foreign 
economic policy of the United States has as its aim the “building of a 


orld of free pe oples.”’ 

Let us turn to three major ispects of our foreign economic policy 
that contribute to this overall aim, namely: (1) the encourageme nt of 
free competitive enterprise abroad; (2) the encouragement of the flow 
of capital and technical assistance abroad; and (3) the promotion of 
an expanding world trade. 
First let us consider our policy of encouraging competitive enterprise 
the free world. 

As the committee is aware, there is no place for free enterprise in the 
Soviet economy. The monolithic Soviet state owns all the land, all 
the factories, and all the mines. 

Economic decisions are made by the Government taking into 
account first the requirements of the Soviet state and giving only 
secondary consideration to the needs of the individual. Government 
ministries and agencies have absolute control over the entire economy. 
Both managers and workers are subject to the fullest kind of regi- 
mentation. Coercion is one of the principal means employed to obtain 
maximum effort from the Soviet worker. 

Before proceeding to a description of the free-enterprise system, it 
is useful to point out that our economy has not developed in the way 
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which Karl Marx envisaged as the inevitable course for a capitalist 
society. He did not conceive of the kind of evolutionary develop- 
ment which has taken place. The violent explosions and upheavals 
which he prophesied have not occurred. The free-enterprise system 
was supposed to be predatory, but instead has provided a higher 
standard of living for all members of our society than at any time in 
the history of mankind. 

In contrast with the Soviet economic system, the free competitive 
enterprise system is a re flection of the basie philosophy of democratic 
government. The foundation of such a system is the sanctity of 
private property, whether it be a factory or a farm. Competitive 
enterprise in a democracy is thopoughiy responsive to the needs and 
interests of all citizens. It is a vigorous and dynamic system which 
stimulates changes and progress. This system encourages initiative, 
inventiveness, and greater productivity by the individual through 
affording him better opportunities to utilize ‘his talents and to improve 
his persona il status and well-being. 

Personal motivation to do a good job is inherent in the free com- 
petitive enterprise system because both the employer and the employee 
know their compensation is determined by the play of economic 
forces—not by arbitrary decisions of the state. The result is a 
maximum of production from a given set of resources, and a high 
standard of living. 

The essential characteristics of this system which produce these 
results are the following: First, ingenuity and risk taking by manage- 
ment which re sult sin the development of new industries, the introduc- 
tion of new products, and the use of improved methods of production; 
second, competition in the market place which serves as a major 
stimulus to efficient production, lower costs, and lower prices; and, 
third, protection of workers’ rights through their participation in free 
independent labor unions. 

Let me now mention some of the significant activities within the 
free nations of the world which serve to promote a system of com- 
petitive enterprise and which it is the policy of the United States to 
encourage. Of considerable significance are the European Coal and 
Steel Community and the proposed European Common Market, both 
of which have as their principal economic goal the elimination of both 
public and private barriers to trade among the six member countries 
as a means of stimulating more efficient production and improving 
standards of living. Worthy of mention is the fact that several 
Western European countries, within the framework of the Organiza- 
tion for European Economic Cooperation, have established national 
programs to improve industrial efficiency and increase productivity. 

A number of these same countries have enacted anticartel legislation 
designed to remove private restraints on production — trade. 
Particularly noteworthy is recent legislation adopted by the United 
Kingdom which promises to be one of the most effec ie anticartel 
laws yet enacted in Western Europe. Also of importance are the 
efforts being undertaken to develop free labor unions and constructive 
management-labor relations. 

It should be emphasized that, in our encouragement of free enter- 
prise abroad, the United States fully recognizes the right of other 
countries to determine their own forms of economic organization. 
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What we want is for other peoples to have confidence in their innate 
capacities for economic progress through free institutions of their own. 

The problem of encouraging competitive free enterprise in highly 
developed economies must of necessity differ substantially from the 
problem of encouraging it in countries with less developed economies. 
Productivity in these latter countries is generally very low. As a 
rule, it is inhibited by a shortage of administrative and managerial 
skills, by a shortage of capital for investment, and by a complex of 
public and private attitudes toward economic life which sometimes 
results in restrictive, high-cost production. One of the major prob- 
lems, therefore, is producing changes in basic attitudes which will in 
time lead to changes i in economic and business practices. 

A number of the less developed countries have attempted to meet 
their problems by socialist es that is, government ownership or 
close control of basic industries or portions of them. This is not 
necessarily a manifestation of an ideology approaching communism. 
These governments apparently have determined that such action is 
necessitated by the economic facts of life with which they are con- 
fronted and that only thus can economic development be guided and 
achieved. It is important for us to understand these motivations in 
order to work effectively with these countries. 

Let us next take up the second main aspect of our foreign economic 
policy which contributes to the objective of building a world of free 
peoples; namely, the encouragement of the flow of capital and tech- 
nical assistance abroad. The need for expanding the flow of capital 
to the free nations will be considered first. 

As the committee knows, developing economies need capital. 
Literally many countries, particularly the less developed ones, are 
capital-starved. Recognizing this fact late in 1955, the U. S. S. R. 
began to exploit this situation by making attractive offers of credits to 
these countries. Substantial credits have now been granted to a 
number of carefully selected political targets outside the Soviet bloc. 

The United States also has been aware of the needs of other free 
nations for capital and, as a matter of fact, was doing something to 
meet these needs long before the Soviets. Thus, the United States 
has undertaken many measures to encourage private investment 
abroad on a basis which contributes to efficient growth of the indus- 
tries of other free countries. Weare negotiating friendship, commerce, 
and navigation treaties to establish an environment favorable to inter- 
national investment and tax treaties for the avoidance of double 
taxation; we are offering Government guaranties to private investors 
against the hazards of inconvertibility, expropriation, and war; we 
continue to provide a variety of information services to facilitate pri- 
vate foreign investment. We have taken the initiative in the estab- 
lishment of the International Finance Corporation which has been 
organized as an affiliate of the International Bank. The purpose of 
the Corporation is to encourage the growth of productive private 
enterprise, especially in the less developed countries. 

To do this, the Corporation will invest in private undertakings in 
association with private investors and will revolve its investments by 
selling them to other private investors. 

At this stage, however, private enterprise capital can do only a part 
of the job. In the newly emerged countries of Asia and Africa the 
primary need is for basic development projects: power, communica- 
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tions, irrigation, and transportation; fields to which private capital is 
not likely to be attracted in sufficient quantities. Public funds are 
therefore necessary. This Government continues to invest public 
funds through the Export-Import Bank in meritorious development 
projects abroad for which private funds are not available. We give 
full support to the development lending of the International Bank. 
Through the mutual security program the United States is providing 
commodities and services to hel; ) frien idly countries maintain adequate 
defense establishments. In addition, we are providing capital for 
development assistance in the form of loans repayable in local cur- 
rency and, where necessary, as grants, to those countries whose eco- 
nomic strength cannot be built up with adequate speed wholly by the 
normal processes of trade and investment. 

Our surplus foods and fibers are being used to relieve distress abroad 
arising from famine or other urgent difficulties. We are also lending 
back to the nations buying our surplus agricultural commodities a 
substantial portion of the proceeds of the sales for the purpose of 
investment im economic development projects. 

In addition to eneouraging the flow of capital abroad, we must also 
give technical assistance to the nations of the free world. This is 
particularly true of the underdeveloped countries which are in great 
need of know-how and managerial skills. 

Technical assistance is a relatively new field for the Soviets but 
they are expanding it rapidly in anticipation of a future payoff in 
political benefits. In this field also the Soviets are concentrating 
their efforts in the less developed countries. At this time the Soviets 
probably hope to reduce or eliminate our influence in certain areas of 
the free world and at the same time build up a reservoir of good will 
for the U.S. S. R. 

Our technical assistance activities are a very important complement 
to the economic-aid program. Big dividends have accrued from the 
relatively small investment in technical assistance. Through bilateral 
arrangements with our free partners the United States has established 
agricultural, health, education, and other types of projects in virtually 
every free nation in the world. The United States also participates 
in multilateral programs of sharing technical skills. Among the most 
important of these is the United Nations Expanded Program of 
Technical Assistance. Experts have been recruited from 77 countries 
to help provide technical education in various forms. In addition, 
the United States has supported the establishment of an International 
Atomic Energy Agency to make nuclear technology widely available 
in all its peaceful aspects and to allocate fissionable materials for 
benign uses. 

We are providing technical assistance in nuclear science and we 
have given financial support for the installation abroad of reactors 
suitable for research in the peaceful uses of atomic energy. American 
industry is also playing an important role in the tec ‘hnical assistance 
program by sharing its latest techniques and processes with other free 
countries. 

Now let us turn to the third main aspect of our foreign economic 
policy which contributes to the aim of building a world of free peoples— 
the promotion of world trade. In no place is there a sharper 
contrast between the policies and practices of the U.S. S. R. and the 
United States than in the trade field. This contrast is, in a sense, 
a reflection of the two economic systems. 
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There is, of course, no place for the private trader in the foreign 
trade of the Soviet Union. All Soviet foreign trade is completely 
regimented and carried on through a state trading apparatus. As a 
result, in this field, as in every other field of Soviet foreign economic 
policy, political motives are predominant in that the Soviet leaders 
select countries to trade with which they feel they can influence by 
economic deals. For example, bulk purchases from free world coun- 
tries are often timed for maximum political effect. In their efforts 
to expand trade with the free world, the Soviets have depended 
primarily on bilateral trade agreements and specific barter deals. 

By way 0 contrast, the nature of our competitive enterprise system 
determines in large part the manner in which we conduct our foreign 
trade. Most of our foreirn trade is carried on by private traders. 
Their decisions are based largely on considerations of the maiket 
place, not by pol ical motivations. 

As a matter of governmental trade policy, the United States has 
sought to achieve an expanding world trade through international 
cooperation as a stimulant to our own economic growth and security, 
as well as that of other free nations. Its objective is to minimize 
Government controls over trade so that the influence of the market 
place may have its maximum impact. 

The United States is doing this in recognition of the basic mutual 
benefits which flow from trade among countries. Through the 
process of international specialization, the countries of the free world 
are interdependent for sources of materials and goods, and for mar- 
ket: for the goods which they produce. Through international trade, 
countries in effect increa e their productivity by marketing those 
things which they produce in surplus and buying those things which 
they cannot produce efficiently. A country may be able to achieve 
a considerable amount of self-sufficiency through severe restrictions 
to trade, but no country is so blessed with resources that it could do 
so without sacrificing a degree of economic well-being and economic 
development. 

In addition, with ample opportunities for trading with the United 
States and with each other, the countries of the free world can better 
resist the pressures, both from their own commercial interests and, 
increasingly, from the Soviet Union, to become dependent on trade 
with the countries of the Communist bloc. This issue is particularly 
crucial in the underdeveloped areas of the free world, which are feeling 
the brunt of the Soviet economic offensive. Some of these countries 
in Asia, Africa, and the Middle East—now have very substantial trade 
with the Soviet bloc. 

As a means of developing mutually beneficial trade, the United 
States pioneered in promoting cooperative action in the trade field 
when it adopted the reciprocal trade agreements program in 1934. 
By 1945 the United States had signed bilateral trade agreements with 
29 countries. Bilateralism in trade relations gave way to multilater- 
alism after World War II, because experience had shown that the 
complex problems of international trade could not be dealt with 
effectively on a bilateral basis. The product of this experience was 
the General Agreement on Tariffs and Trade, to which there are 35 
signatories, including the major trading nations of the free world. 

By the establishment of accepted principles of trade policy and 
procedures for resolving trade disputes, a measure of stability in world 
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trade has been created which has contributed significantly to its 
overall expansion. 

In conclusion, I think it is clear that the various aspects of our 
foreign economic policy which have been discussed here will help the 
nations of the free world the better to resist the Communist ¢ halle nge, 
However, it is important to stress the fact that this Government has a 
deep-seated and enduring interest in the economic growth and develop- 
ment of other free nations, quite apart from the important political 
problem of resisting the spread of communism. In other words, we 
are seeking to better the economic status of the people of all free na- 
tions not just to be in opposition to something but because we sincerely 
believe it is a positive good. If we are successful in these efforts, I 
believe that this Nation will have made a significant contribution to 


the building of aw orld of free peoples. 
Mr. Carnanan. Thank you, Mr. Kelijarvi. We appreciate this 


most excellent statement. 

Have treaties of friendship, commerce, and navigation been con- 
summated with any countries within the last 2 years? 

Mr. Kauisarvi. Yes. 

Mr. CARNAHAN. About how many? 

Mr. Kaniarvi. I have forgotten what the figures are. We fur- 
nished the information to another subcommittee. Perhaps one of 


olleavues might have that informatic 
my colleagues might have that iniormation. 
Mr. CARNAHAN. If it can be supplied for the record. What we 


want to show is that we are moving along those lines. 

Mr. Kauiuarvi. Yes. I can make a general statement on it, then 
I would like to amplify it with specifics and supply you with a tabula- 
tion of the egreements we have with different countries, the dates 
when they were brought into effect, and also supply some additional 
information as to countries with which we are carrying on negotia- 
tions at the present time. 

(The information is as follows:) 


TREATIES OF FRIENDSHIP, COMMERCE, AND NAVIGATION 


Ther ‘re is attached hereto a copy of a list of treaties of friendship, commerce, and 
navig n ‘signe d on behalf of the United States since the end of Worid War Ii 
(3:05 1946 56). This list includes 16 treaties, of which 6 were signed within the 


past 2 years. The list also shows, under separate headings, treaties of the same 
general type concluded prior to 1946 and now in force. 

At the present time about a dozen treaty projects are in various stages of con- 
sideration by foreign governments. Negotiations with Pakistan, Belgium, and 
Austria are well advanced, and the possibility of treaties being concluded appears 
promising. 


List of treaties of friendship, commerce, and navigation 


Treaties signed since 1945 

China: Treaty of friendship, commerce, and navigation signed at Nanking 
November 4, 1946 (in foree November 30, 1948). 

Colombia: Treaty of friendship, commerce, and navigation signed at Washing- 
ton April 26, 1951 inet in force) 

Denmark: Treaty of friendship, commerce, and navigation signed at Copen- 
hagen October 1, 1951 (not in force). q 

Ethiopia: Treaty of amity and economic relations signed at Addis Ababa 
September 7, 1951 (in force October 8, 1953). 

Finland: Protocol modifying the treaty of friendship, commerce, and consular 
rights of 1934, signed at Washington December 4, 1952 (in force September 24, 
1953). 

Germany: Treaty of friendship, commerce, and navigation signed at Washing- 
ton October 29, 1954 (in force July 14, 1956). 
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Greece: Treaty of friendship, commerce, and navigation signed at Athens 
August 3, 1951 (in force October 13, 1954). 

Haiti: Treaty of friendship, commerce, and navigation signed at Port-au-Prince 
March 8, 1955 (not in force). 

Iran: Treaty of amity, economic relations, and consular rights signed at Teheran 
August 15, 1955 (not in force). 

Ireland: Treaty of friendship, commerce, and navigation signed at Dublin 
January 21, 1950 (in force September 14, 1950). 

Israel: Treaty of friendship, commerce, and navigation signed at Washington 
August 23, 1951 (in force April 3, 1954). 

Italy: Treaty of friendship, commerce and navigation signed at Rome February 
2, 1948 (in force July 26, 1949). 

Italy: Agreement supplementing the treaty of friendship, commerce, and 
navigation of 1948, signed at Washington September 26, 1951 (not in force). 

Japan: Treaty of friendship, commerce, and navigation signed at Tokyo April 
2, 1953 (in force October 30, 1953). 

Korea: Treaty of friendship, commerce, and navigation signed at Seoul, 
November 28, 1956 (not in force 

Netherlands: Treaty of friendship, commerce, and navigation signed at The 
Hague, March 27, 1956 (not in force). 

Nicaragua: Treaty of friendship, commerce, and navigation signed at Managua 
January 21, 1956 (not in force). 

Uruguay: Treaty of friendship, commerce, and economic development signed 
at Montevideo November 23, 1949 (not in force). 

Uruguay: Protocol supplementing the treaty of friendship, commerce, and 
economic development of 1949, signed at Montevideo May 19, 1955 (not in force), 
Treaties concluded 1920-45 

Austria: Treaty of friendship, commerce, and consular rights signed at Vienna 
June 19, 1928. 

El Salvador: Treaty of friendship, commerce, and consular rights signed at 
San Salvador February 22, 1926. 

Estonia: Treaty of friendship, commerce, and consular rights signed at Wash- 
ington December 23, 1925. 

Finland: Treaty of friendship, commerce, and consular rights signed at Wash- 
ington February 13, 1934. 

Honduras: Treaty of friendship, commerce, and consular rights signed at 
Tegucigalpa December 7, 1927. 

Iraq: Treaty of commerce and navigation signed at Baghdad December 8, 1938. 

Latvia: Treaty of friendship, commerce, and consular rights signed at Riga 
April 20, 1928. 

Liberia: Treaty of friendship, commerce, and navigation signed at Monrovia 
August 8, 1938. 

Norway: Treaty of friendship, commerce, and consular rights signed at Wash- 
ington June 5, 1928. 

Thailand: Treaty of friendship, commerce, and navigation signed at Bangkok 
November 13, 1937. 

Turkey: Treaty of commerce and navigation signed at Ankara October 1, 1929. 

Turkey: Treaty of establishment and sojourn signed at Ankara October 28, 
1931. 


Treaties concluded before 1920 

Argentina: Treaty of friendship, commerce, and navigation signed at San Jose 
July 27, 1853. 

Belgium: Treaty of commerce and navigation signed at Washington March 8, 
1875. 

Bolivia: Treaty of peace, friendship, commerce, and navigation signed at 
La Paz May 13, 1858. 

Brunei: Convention of amity, commerce, and navigation signed at Brunei 
June 23, 1850. 

Colombia: Treaty of peace, amity, navigation, and commerce signed at Bogoté 
December 12, 1846. 

Costa Rica: Treaty of friendship, commerce, and navigation signed at Wash- 
ington July 10, 1851. 

Denmark: Convention of friendship, commerce, and navigation signed at 
Washington April 26, 1826. 

France: Convention of commerce and navigation signed at Washington June 
24, 1822. 
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Morocco: Treaty of peace and friendship signed at Meknes September 16, 1836. 

Muscat: Treaty of amity and commerce signed at Muscat September 21, 1833. 

Netherlands: Convention of commerce and navigation signed at Washington 
August 26, 1852. 

Paraguay: Treaty of friendship, commerce, and navigation signed at Asuncién 
February 4, 1859. 

Spain: Treaty of friendship and general relations signed at Madrid July 3, 
1902. 


Switzerland: Convention of friendship, commerce, and extradition signed at 
Bern November 25, 1850. 


United Kingdom: Convention to regulate commerce and navigation signed at 
London July 3, 1815. 

Yugoslavia: Treaty of commerce and navigation signed at Belgrade October 14, 
1881. 

Mr. Kaurisarvi. The chairman of the committee will recall that as 
a part of congressional effort to promote American investment and 
American business abroad after the w ar, this was a program, the pro- 
gram of negotiating treaties of friends hip, commerce, and navigation, 
which the ‘y urged the Executive to push as vigorously as possible. 

As a result, a number of agreements have been concluded with 
several countries in the world. We have a number of them in process 
of negotiation. 

I would guess offhand, and I would like to correct the record on 
this if this is not correct, but I think it is fairly accurate, that within 
the last 2 years we have negotiated as many as 6. 

Mr. Carnanan. If we encourage the economic development of 
countries throughout the world, will we be building up more difficult 
competition for ourselves? 

Mr. Kauiyarvi. I think the basic consideration, the basic philosophy 
of our whole economic system is competition. We shall certainly be 
developing competition for ourselves abroad. But we would hope that 
our continuing strength and resources and ingenuity, initiative, and 
drive will permit us to stay on top. 

With that, I think we have nothing to fear from this type of com- 
petition and everything to gain. 

Mr. Carnanan. You feel, then, that the good will outweigh the 
disadvantages? 

Mr. Kaxisarvi. I certainly do. I think that the problems, the 
competitive problems, will be individual ones. We are facing very 
serious situations on occasion a grow out of competition. 

Mr. Carnawan. Is there a real threat that production in a nation 
with low living standards soak 1 become difficult competition? 

Mr. Kanisarvi. I can’t visualize such a situation. 

Mr. CarNAHAN. You can’t conceive that a nation with low eco- 
nomic standards would outproduce a nation such as ours? 

Mr. Kauisarvi. No. I think our problem is the highly indus- 
trialized, streamlined kind of economic system that permits the same 
kind of production that we have. Then with a number of factors 
thrown in which may throw the balance in favor of another country 
as against ours. 

Mr. Carnawan. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. Dr. Kalijarvi. we are 
glad to have you with us. As usual, your statement is brilliant, 
comprehensive, and analytical. 

I think you have covered the subject very well. I might say, Mr. 
Chairman, that Dr. Kalijarvi is from New Hampshire, and we are 
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very happy that he has been elevated to the post of Assistant Secretary 
of State for Economic Affairs. 

If this is proper, I would like to ask: The budget for the next fiscal 
year contains $4.4 billion for foreign aid, $2.5 billion of which is for 
inilitary assistance and $1.9 billion is for economic aid, including 
defense support. 

Do you have, or could you give us, a breakdown of the $1.9 billion 
so that we could see just about how much is budgeted for assistance 
to the underdeveloped countries, point 4, the loans and grants? 

Mr. Kauisarvi. I will try to secure that information for the com- 
mittee. I will furnish it for the record. 

(Not yet available. See Statement, appendix, p. 83.) 

Mr. Merrow. On page 5 you have stated, ‘Private enterprise can 
do only a part of the job,” and go on to say, ‘In addition, we are pro- 
viding capital for development assistance in the form of loans,” and 
so on, 

What we are doing in this respect has to come out of the $1.9 
billion, doesn’t it? 

Mr. Katisarvi. Yes, insofar as the current budget is concerned. 
That would not include, however, additional funds that might be 
secured. for the Ex-Im Bank, which would be outside the foreign aid 
field. 

Mr. Merrow. Do you consider this economic aid is as important 
as the military aid, and do you favor projected expenditures for this 
purpose? 

Mr. Katrsarvi. I certainly do. I can’t see how the interests of 
the country would be served, appropriately served, by cutting out 
either the military assistance or the economic assistance. I think 
they constitute part of a total program which has a political objective 
as its goal. So the answer to your question is in the affirmative and 
emphatically so. 

Mr. Merrow. There is a great deal of talk about cutting foreign 
aid. It would be hazardous to predict, but I would presume it a 
have its impact on economic aid even more than the military aid. 
Would you care to express your opinion as to what a drastic cut in this 
economic field would do? 

Mr. Karigarvi. Well, I am sure that a drastic cut would have a very 
serious effect upon our objectives and ou! oe les 

Mr. Merrow. Have you any estimate as to how rs apidly the Soviet 
Union is stepping up its program of making capital available to the 
underdeveloped countries? 

Mr. Kauiarvi. I would like to answer that, if I may, in general, 
and then supply details for the record as they may be available to us. 

I haven’t the exact figures. I doubt they y can be secured. There 
are estimates. We know that the stepping up is going on at a rapid 

rate. 

The application is in the area where it is calculated to produce the 
most productive results from the sts ndpoint of the Soviet Union. 
That wouk | be in the underdeve ‘lope a countries. 

(The information referred to is as follows:) 


STATEMENT ON SoviEr Bioc CreEpits TO UNDERDEVELOPED COUNTRIES OF THE 
FREE WORLD 


Soviet-bloe credits to underdeveloped countries of the free world since 1954 
gregate $1.4 billion, of which about $350 million to $400 million is for military 
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purposes. Over two-thirds of the total credits are accounted for by agreements 
signed in 1956. An additional $500 million to $600 miliion in firm offers by the 
bloc is still under consideration by various free-world countries. 

Recipients of arms credits—mainly under agreements with Czechoslovakia— 
are Egypt, Syra, Afghanistan, and Yemen. Over 90 percent of the credits for 
development are accounted for by Yugoslavia, Afghanistan, India, and Indonesia; 
in all of these countries the U. 5. 8. R. is providing the bulk of the bloe credits. 
Nine other countries are to receive smaller loans for development. Excluding 
the special case of Yugoslavia, where political differences with the U. S. 8. R. 
have arisen, and Indonesia, which has not ratified the credit agreement, about 
60 percent of the nonmilitary credits have been or are in the process of being 
utilized. 

Soviet-bloc grants, outside of about $5 million contributed to U. N. programs, 
are negligible. Communist China is providing grants of $22.9 million to Cam- 
bodia and $12.6 million to Nepal. 

Bloe assistance is concentrated in a variety of industrial projects, with a smaller 
though significant amount for transport and mineral development, Agriculture, 
health, and education occupy a minor place in the bloc programs. 

Soviet capabilities are adequate to support a substantially bigger credit pro- 
gram, despite recent large-scale aid commitments to the satellites. Additional 
credits will undoubtedly be offered in situations which the U. 8. 8. R. feels can 
be exploited for political advantage. 

Mr. Merrow. You stressed trade a good deal in your statement, 
which I think is important. If there were to be a deep cut in foreign 
aid, what effect do you think it would have on trade? 

Mr. Kanigarvi. Thank you for the opportunity, because I think 
it is an opportunity, and | would like to make this point. I think 
you and I have had some discussion on this before, but I don’t think 
it is on the record. 

It is estimated that some 77 cents out of every aid dollar is spent 
not abroad but spent here in the United States for American goods, 
services, and so on. So that you have a direct reaction here within 
this country as well as abroad. 

Insofar as aid represents a movement of goods, a curtailment of 
foreign aid by the United States in either the economic or the military 
field would have an adverse effect on our trade. 

Mr. Carnawan. Would you permit me to ask a question? Did 
you say 77 . 

Mr. Kaniarvi. 77 cents of each dollar. 

Mr. Carnanan. You mean that is spent in the first instance? 

Mr. Karisarvi. Yes; that is right. 

Mr. Carnanan. The rest of it eventually comes back into the 
economy for the purchase of either goods or services, does it not? 

Mr. Kauisarvi. That is true. 

Mr. Carnanan. It is impossible to detach an aid doliar from the 
American economy? 

Mr. Kaniuarvi. That is perfectly true. 

Mr. Carnanan. Thank you. 

Mr. Murrow. We want to protect our own business interests and 
we want to trade with other nations, especially the underdeveloped 
countries, and some of them, at any rate, are bing penetrated by the 
Soviet economic pressure. 

What would you suggest as a way to bring this about? 

Mr. Kauisarvi. It seems to me that the most productive way of 
bringing about a protection of our interests abroad is by the normal 
procedures which we are following at the present time, treaties of 
friendship, commerce and navigation, and arrangements between our 
own country and the country with which the trading is being carried 
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on, to see that we have equal protection with the people of the country 
itself. 

This comes out in not only our treaties of friendship, commerce and 
navigation, but treaties on double taxation and various instruments 
of that sort. 

I think we have for the most part devised procedures and methods 
and institutions for providing protection for American interests 
abroad, and it is a question of their vigorous pursuit and vigorous 
application as to the most beneficial effects that can be secured. 

Mr. Merrow. The Foreign Relations Committee of the Senate 
has been having various studies made around the country. Every 
few days we see a brief summary of one of these studies in the press. 

I am under the general impression that most of the studies agree 
that the foreign aid program should be continued, and even continued 
at somewhere near the present level; and in addition to that we prob- 
ably should get into some long-range planning on economic assistance. 

lL wonder if you have any comment? 

Mr. Kauisarvi. Of course, as the committee well knows, this is a 
matter which is under study both in the Congress and by the Execu- 
tive. 

The reports that are available to us would indicate that there is a 
general feeling that foreign aid, or what we call foreign aid, has a dis- 
tinct place and a contribution to make in our overall policy. 

It seems to me that it is perhaps a little too early to anticipate the 
results of these studies and what the recommendations may be and 
the programs that may be drawn up. 

But J am sure from the early indications that, while there may be a 
curtailment in the present Congress of foreign aid, there will be no 
termination of foreign aid. 

As to the pattern that may be forthcoming and the emphasis, and 
all that, it seems to me that it is a little too early to predict what the 
outcome will be on that. 

Mr. Merrow. It may well be there will be a curtailment. But 
what bothers me, or it seems to me to be a fact, is that if there was a 
drastic and unreasonable cut that it will certainly have an effect on the 
security of the United States. 

Mr. Katigarvi. I am sure that is true. That is what I meant by 
the word “serious” when I chose it. 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. Carnanan. Do you feel that sufficient use is being made of 
private enterprise as an arm of our foreign policy, and can eventually 
private enterprise take over so there would reasonably be a decline in 
foreign aid? 

Mr. Kanisarvi. That certainly is our effort. The effort is being 
made to bring private enterprise in as far as we possibly can. 

There is, of course, a certain part of this that Government alone 
can do, and I have tried to bring that out in my statement. 

That is a question of judgment. I do think that real, substantial 
efforts are being made to exploit to the fullest private enterprise and 
American investments abroad to take the burden off Government. 

Mr. Carnanan. Mr. Fountain. 

Mr. Fountain. Dr. Kalijarvi, I noticed in response to one of Mr. 
Merrow’s questions you said that you had no great fears about the 
results of our competition with countries where the standards of living 
are low. I think Mr. Carnahan asked the question. 
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Mr. Carnahan doubtlessly had in mind those fields in which certain 
countries are able to produce substantially the same things we produce 
at much lower prices because of a low wage scale and lower standards 
of living among their people. 

Do you say we need have no fears of competition from such 
countries? 

Mr. Kauiarvi. As I recall the question and the answer, and I 
believe they are consistent with the view which I hold, there 
may be an occasional exception, but the economies of the under- 
developed countries are generally not the type of economies that 
compete with our own. ‘They are not highly industrialized. 

If there is, for example, some form of production or product that 
may be turned out as a result of cheap labor and can undersell us, 
I would expect those from the underdeveloped countries to be 
exceptional. 

I would expect, however, that there would be a far greater problem 
with respect to highly industrialized communities, more competitive 
with the kinds of things we turn out, which would cause the problems, 
because of mass production and skills and competencies that are 
equal to our own, and perhaps with labor that is cheaper than ours, 
to be able to furnish some pretty serious competition. 

That really gives us concern. That has occurred in one or two 
instances already, but not from the underdeveloped countries. I 
don’t see that as a real threat 

Mr. Fountarn. This business of foreign aid is becoming more and 
more controversial, as Mr. Merrow indicated. I have always advo- 

cated it and supported it, particularly during those years when it was 
d finitely to our best interest to do so as well as in the best interest of 
the free world. 

But I wonder how long, and that is a question which the taxpayers 
of America are asking, just how long must we continue to spend in 
foreign aid in one form or another more money than it actually took— 
more money than constituted our entire national budget back in 19: 30. 

I’d like an expression from you in connection with this fast growing 
aude on the part of our people. 

Mr. Kaxrisarvi. I will try to be as responsive as I can to your 
question. I don’t think I could be completely so. 

It seems to me that with the kind of responsibility we have placed 
on us as the leading power in the world we must use every instrument 
that we have at hand for the accomplishment of our objectives. 

[ think a country like ours that forecloses any one of the avenues 
or any of the instruments to itself is shortchanging itself—that means 
diplomacy, that means military force, that means trade, and I would 
think it would mean foreign aid, too. 

How far you use an item, how big an army you have, how extensive 

a diplomatic establishment you have, the size of your foreign aid 
neal be policy decisions that would be measured in terms of what 
you are trying to do and when you expect to use the instrument you 
have at hand and how extensively you expect to use it. 

In a sense this begs the question of each project that would be 
under consideration for foreign aid, because you could not consider 
this particular problem in any other respect except in terms of a specific 
project. 


90120-—357-— -pt 1——-4 





BUILDING A WORLD OF FREE PEOPLES 


I think we could get the specifics and could demonstrate in each 
instance if it was necessary. All I am trying to say here is that with 
the world in the situation it is at the present time, with the host of 
underdeveloped countries that we have, with the objectives that we 
are trying to achieve militarily and otherwise throughout the world, 
I think we need foreign aid. 

How it should be used, in what form, when, the size of it, seems to 
me to be a question of effectiveness, and the kind of program, that is, 
specific projects that you have in mind. 

I said I could not be responsive to your question. But I think in 
general, since you asked for a comment, that represents my point of 
view. 

I would say in summary that foreign aid is an instrument just as 
military force is an instrument for diplomacy, and this country, | 
would think, to be whole in its operation abroad, would need it. 

Size is something else. 

Mr. Founrarn. That leads to the next question. What are your 
comments with respect to loans as distinguished from gifts and whether 
or not we should gradually go more and more to loans. 

Mr. Kauisarvi. I know the controversy that has existed on this 
point over some period of time. There is a split of view here, as we 
both recognize: One that says if there is an indebtedness, if there is 
an obligation, at least we ought to have a piece of paper to show us 
there is this obligation. 

There is the other side of it which says, “Well, if a country can’t pay, 
you want to achieve an objective. Why put it in the position of 
requiring it to have this piece of paper to show the indebtedness right 
along.”’ 

My own view is that the appropriate answer is neither one extreme 
nor the other. It seems to me that we should be able at the appro- 
priate time to determine whether a country really requires assistance 
on a grant basis, and on a judicious evaluation then make it on a grant 
basis. 

I think the basic approach to this thing is fundamentally a loan as 
you get a healthy economy in the world. I think our record is that 
Way. 

| remember so well the Marshall plan program when it was under- 
way, and the first objective was a 50-50 split between grants and 
loans, and the second year when the question was placed before the 
Congress it was recognized that this isn’t a practical way * o- erate. 

Most of these things will have to be at ~ cette 1 loan. So 
that your 50-50 ee a realizable objective. 

As you will recall, the discretion was placed in the hands of the 
director to determine aia ra pantion lar project ought to be a 
project that was on a grant or loan basis. 

The objective was the same. You tried to balance this thing so 
he would come out on a 50-50 level, but the Congress was not hold- 
ing him to a rigid meeting of those requirements. 

However, the record as it went along was a record of moving off 
the grant on to the loan, and I think it has been consistently so. | 
think that is the general trend and I think it should be the general 
trend. 

Mr. Fountarn. For the record, most of us are familiar with some 
of the examples; please give us some concrete examples where foreign 
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aid, in whatever form it may have been, has definitely been helpful 
not alone to the countries receiving it, but to our long-range objective 
of peace and a free world? 

Mr. Kauisarvi. May I supply that for the record, Mr. Chairman? 

Mr. Carnanan. Yes. 

M. Kauisarvi. I will be glad to do that. 

(See appendix, p. 83.) 

Mr. Founratn. One other question. You may want to supply 
this for the record, although I think you may be able to answer it 
generally and supply the details for the record. 

To what extent have the various countries receiving aid from us 
begun helping themselves? 

Mr. Kaursarvi. I think the most dramatic illustration is Europe. 
What happened there as a result of the program embarked upon in 
1948 has been accomplished in all areas except agriculture a half year 
in advance of schedule. 

[ think that is the most dramatic illustration. 

[ would again like the opportunity of making as complete a survey 
on this thing as possible and supply it for the record. 

Mr. Founrarn. I wish you would. It would be helpful not only to 
us but to those who might have an opportunity to read the record. 
That is all, Mr. Chairman. 

Mr. Carnanan. Mr. LeCompte. 

Mr. LeCompte. Thank you, Mr. Chairman. It is good to have 
vou here, Dr. Kalijarvi. I might say to you, Mr. Chairman, that 
Dr. Kalijarvi and I have been friends over quite a period of vears 

As one who has supported the foreign aid program right from the 
very first down to the present moment I am feeling a great deal like 
Mr. Fountain does, that there has developed in this country a great 
deal of misgiving about the foreign aid program and whether it is 
doing the job we wanted it to do. And particularly I have people 
ask me: Is foreign aid a part of our permanent foreign policy; are we 
ever going to get to an end? 

Do you think we have to have it forever or end it in the foresee- 
able future? 

Mr. Kauisarvi. I would take a reservation on ‘‘forever.”” On the 
foreseeable future, having gone as far as we have, and the pattern 
having been established not only for ourselves but for others as well, 
it would seem to me that we could not discontinue foreign aid without 
some pretty grave consequences for our foreign policy. 

Mr. Fountarn. Will the gentleman yield? In connection with that 
questic m, I think as long as we are the leading, most powerful, and 
richest democratic nation in the world, we will probably always have 
to give some kind of aid in one form or another. 

What I am interested in knowing, and what my constituents want 
to know is: How long will we have to give substantial aid such as, say, 
even $1 billion a year? 

Mr. Kauisarvi. The President has just spoken on this, as you will 
recali. I can’t answer your question. I just don’t know the answer. 

Mr. LeComprr. Shouldn’t foreign aid be a two-way street? We 
ought to get something back for the foreign aid. 

Mr. Kaurarvi. I think we are. 

Mr. LeCompte. | wonder what, or is that something you are going 
to supply for the record? 








48 BUILDING A WORLD OF FREE PEOPLES 


Mr. Kauisarvi. In part. But in general I think I come back to the 
77 cents on a dollar that I mentioned at the outset. 

Mr. LeComprs. That is for purchase of goods that we send abroad? 

Mr. Kauisarvi. Yes. That has an immediate effect on our people 
here domestically. I mentioned it simply because it is the most 
dramatic of the illustrations. 

But it seems to me that foreign aid has provided us with, among 
other things, secure, stronger allies. It makes it less necessary for 
us to spend for military purposes our own money, because this two- 
way street in terms of assistance, military assistance, is amply taken 
care of by the efforts on the part of other countries who are main- 
taining establishments like our own and in which they are being 
assisted, not by carrying their establishments, but by fillmg them out 
so they can become more effective and constructive. 

Mr. LeCompre. If I may interrupt you there, Dr. Kalijarvi. 
You speak of military allies in the case of trouble. But our military 
budget is $40 billion in peacetime, an unheard of figure. The human 
mind will hardly grasp that much money. How could it? It couldn’t 
be any larger. The taxpayer could not carry any larger load. 

Mr. Katniyarvr. I don’t know. It depends on the way in which 
you apply these resources. 

Mr. LeCompte. We might have it bigger by going further into 
debt. You don’t think the economy would produce any more taxes 
without crippling the economy? 

Mr. Kauiyarvi. I wouldn’t think the economy would produce any 
more taxes without again some serious results here, that is true. 
But you could have the total manhood of the country under arms. 
We could depend upon ourselves alone. We could make an all-out 
effort with respect to everything we have to make ourselves militarily 
capable of handling whatever situation we wanted to handle or felt 
it necessary to handle. In which case you might be way beyond on 
those expenditures we have at the present time and still not have a 
military force compar able to the one that we can now depend upon. 

Mr. LeCompte. Thank you. I have only one more question. 
That is with respect to loans and grants. The grants we make are 
usually in counterpart money, aren’t they? 

Mr. Kauisarvi. I think the large bulk would be that now. 

Mr. LeComprer. Then there isn’t much difference between a grant 
and a loan. The taxpayers do not get much of the money back if 
payment is made in counterpart money? 

Mr. Kauisarvi. That is perfectly true. 

Mr. LeComrerr. When you get right down to it there isn’t too much 
difference? 

Mr. Kauisarvi. That is true not only here but of several other 
things we do. Except for a dividend—last year—the taxpayer does 
not get any financial return from the Export-Import Bank operations, 
as repayments go back into operations abroad. 

The same story is true with respect to Public Law 480 and various 
other things. 

Mr. LeCompte. You are touching on one of the things that just 
fairly bowled me over. I was at a meeting a couple of years ago and 
the question of the Aswan Dam came up. I said, “That is in the 
future. Congress will never authorize the Aswan Dam. If we were 
going to build a little post office here in lowa we would have to have a 
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congressional authorization and then an appropriation. It would 
take two separate acts. We haven’t had one yet for the Aswan 
Dam.” 

I got back to Washington and Mr. Herbert Hoover, Jr., sitting 
right where you are seated, said that the negotiations were almost 
comple te for American financing of the Aswan Dam. ‘The Congress 
hadn’t had anything to say about it. I never dreamed of a project of 
that size without a congressional authorization. Now we are told 
that the Aswan Dam is out of the picture again. 

Mr. Kauisarvi. I don’t know. The capacity lies within the 
legislation. 

Mr. LeComprs. Thank you, Dr. Kalijarvi. We are so happy that 
you are down at the State Department. Your statements are always 
so fine. They are on a high level, yet they are in language that I 
can understand. Thank you so much. 

Mr. Carnawan. Mr. Coffin. 

Mr. Corrin. Mr. Chairman, I wonder if it wouldn’t be a service 
to not only the committee but to the House if we should not recognize 
the fact that we have three duties in this foreign economic policy 
field, or this second heading of yours. 

One is to obtain a continuity of a program, namely, the next 
mutual security bill, which probably you and your associates are 
working on night and day and we will after a while. 

The second problem is that of reassessing the effectiveness of our 
aid policies that are going on in the executive branch and in the legis- 
lative branch. 

But there is a third field, that it seems to me there is a need for 
something to be done and to be done quickly, and that is communica- 
tion between the State Department and the Congress, and then 
between Congress and the State Department, on the one hand, and 
the people on : the other, with regard to this aid program. 

We have been at it 13 years. We ask you questions around the 
table, which you have either been able to answer or you will be able 
to get information on, but think of the poverty of information which 
other Members of the House not on this committee suffer from, and 
particularly the people. 

This is a most critical time coming up. You have many friends 
around this table, as far as the objectives which all of us are trying to 
accomplish, but we need to have answers that are sound, that we can 
express in debate, that we can express to the people. 

Therefore, rather than just having you submit a memorandum on 
one question, I think I would like to have the committee have avail- 
able to it, and eventually to the House, a presentation that would 
require a bit of work—maybe you are doing it now, but detailed an- 
swers to these questions: 

First, where the money has been spent in the past 13 years, and in 
whatever fashion that can be explained to laymen. I don’t mean a 
highly technical, overinvolved accounting sheet such as we have. 

I know our colleague, Mr. Smith, recently put in the record a pretty 
detailed accounting for some years past. In simplified fashion we 
would like to know where the money has been spent. 

Secondly, Mr. Fountain raised the question of what has been 
achieved in the two senses: Where have we been made stronger by the 
expenditure of this money, and where have the countries helped ‘been 
able to stand again on their own footing? 
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Thirdly, the extent to which our loans have been repaid, or are in the 
process of being repaid on a regular basis. 

Fourthly, the extent to which the aid has been military aid and the 
extent to which it has been for civilian economic-assistance projects, 
Mr. Kauryarvi. Would you include defense support with that? 

Mr. Corrin. My point is that we are now talking about foreign 
aid, and the pe ople are inclined to think that we have been spending 
a great portion of these sums for building industries abroad, building 
roads abroad. 

Mr. Fountain. Hospits als, schools. 

Mr. Corrrn. It hasn’t been that way. We have spent far more on 
military than on economic aid for civilian purposes. 

I think it basic to an appreciation of the problem that the people 
realize just how much has been spent for lia and how much has 
been spent for civilian development. 

Mr. Carnanan. If the gentleman will yield to me for a minute. 
I would apprecia te the amount of funds that have been used, not 
including defense support, and with some brief, concise explanation of 
what defense su pport 1s. 

Mr. Corrin. | agree with the chairman. I don’t believe we are 
ested in the details on the defense or the military expenditures. 

Kautisarvi. What I was getting at, if I may interrupt you, 
was the completeness, because if we are talking about economic 
assistance or economic aid and military aid, then there is a free floating 
part that is not included, and that is what we have for technical 
reasons or purposes of presentation described as defense support 

My question was: Do you want that blanketed in with the figures 
which you are going to get? 

Mr. Carnawan. Your reason for calling it defense support is 
probably an admission that it is not truly economic aid? 

Mr. Kaxigarvi. I didn’t intend to admit anything or put it in that 
context. It was a question of the completeness of the presentation 
that the committee wanted. 

Mr. CarnaHan. My interest is that the committee and our own 
people may know how much and for what purposes we are spending 
for technical aid and economic development. 

Mr. Kauiyarvi. I wouldn’t want the record to show that I had 
admitted anything on that point. This is purely rhetorical on the 
part of the chairman. 

Mr. Carnanan. I will restate my statement to say that the fact 
that we do have a heading of defense support indicates to me that it is 
not truly economic aid. 

Mr. Kauisarvi. Yes. 

Mr. Corrin. Then you might consider in such a presentation what 
measures you are considering to make our aid more efficient as far as 
accounting controls, budgetary procedures, and programing are 
concerned, having in mind the reaction of the people and Congress 
to the Hardy report on Iran. 

My personal feeling is that we have not fullv appreciated the 
fact that that aid was primarily successful, because iran is not a 
Soviet satellite, and that has not been fully dramatized. What has 
been dramatized has been the loose accounting and planning. 

Well, I think the people should see both sides of that. 

In making this presentation and in giving us the picture at this 
time, we want to be able to tell our people back home that we are for 
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economy, that we are for every possible efficiency in the way we spend 
money. We don’t want to spend too much on a nation too soon when 
it can’t absorb it. We don’t want to do it before we have trained 
personnel on our side and in the recipient nation. 

This might also include a facing up to the alternative, that is, if we 
were to cut drastically, what might that mean in terms of our own 
increased military budge 4 in terms of loss of allies. 

In suggesting this, Mr. Chairman, as a project for the Department, 
I know ‘they have more i an they can do daily, and I don’t want to 
make this suggestion lightly. Unless the committee would feel that 
areal thoughtful and balanced communication would be of help to you, 
to the committee and to the House, and that it wouldn’t duplie ate 
anything that we would normally be getting, I would not make it. 

| just have in mind, and I am sure Mr. Fountain does, and all of us, 
that our colleagues are asking some very penetrating questions. 

Perhaps our difficulty has been that we on the committee have 
assumed that everybody knew the problem. Well, they don’t. 

We won’t ever get to the question of reassessing our policy, we won’t 
even do much of a job on continuing the necessary things at present 
unless we are able to communicate better than we have. 

Mr. Carnanan. Mr. Coffin, my reaction is that your request is 
perfectly reasonable. You may be asking for material that will be 
asked for before the full committee. 

But even though that is true, I think a somewhat abbreviated form 
would serve a good purpose in this report, because we may have some- 
body reading this report that may not read the other. So we would 
be delighted to have the material to be incorporated in this report. 

(See appendix, p. 102.) 

Mr. Corrix. I have just one specific question, Mr. Kalijarvi. | 
think the statement that you have made is just about one of the best 
presentations of objectives that I have seen. 

I think it is the sort of thing that I would ordinarily think Dr. Judd 
might have written, but since he came in late I think we will have to 
give you the credit. 

Mr. Kanuarvi. No collusion between us. 

Mr. Corrrn. In the matter of making possible in our aid programs 
development of industries elsewhere, we have gone into that some- 
what, is there any thought given, is there any screening done by the 
State Department when it sets up a loan or a grant program as to the 
effect of the planned industrial development in a country on our 
economy? 

My specific question is this: I come from a textile area. We are 
being pushed by the Japanese in textiles. I am faced with the allega- 
tion that we made possible funds for them to equip their modern 
plants and that we are shipping cotton to them at a lower price than 
we provide ourselves, and that the 14-cents-an-hour wage rate is just 
added onto this, and it comes back to haunt an industry which is not 
one of our most vigorously growing ones. 

The question has been raised by some, for example, Professor Harris, 
that in planning a program we should try, if we are going to set up an 
industry that is competing with us, it should compete against some of 
our most vigorous industries that are able to stand it rather than those 
that might be absolutely crushed to the prejudice of great sectors of 
the country. 
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Mr. Kanisarvi. I think as a rule the question which you have in 
mind is one that is raised with respect to the projects that are under 
consideration. In some areas where projects of a particular kind are 
calculated to be especially troublesome there are certain procedures 
and rules that are automatically used. 

For example, nothing that would promote competitive agricultural 
operations on the part of another country would be approved, or if 
approved would have to be on an extraordinary basis. 

I don’t think that the problem with respect to textiles, and I happen 
to have been involved in a number of negotiations over the last several 
months in this area, I don’t think the trouble comes from the aid the 
United States is granting. 

If assistance has produced a competitive situation in certain places, 
it has been—well, not the basic thing. It has been a sort of fringe 
operation. 

Where that has oceurred, of course it makes an acute situation even 
more difficult because there has been assistance provided. 

But I am sure that the kind of question you raise is very much in 
the minds of the people who provide or develop the programs. 

Certainly not consciously do we get into situations which would 
create embarrassment here at home. 

Mr. Corrin. I think it might well be worth considering in future 
policies that there ought to be a step in the project planning that 
would involve some consultation of e xperts on the domestic economy 
to try to foresee what the effect be, just so we know what we are 
doing. 

Probably in many cases we would want to do it, but I think just a 
suggestion tlat we set that up in a more formal manner than leave it 
up to the good sense of the project manager would he helpful. 

I don’t know how far you go in that direction. It certainly is 
something that many of us think about. 

Mr. Kauisarvi. We will certainly keep that in mind. 

Mr. Corrin. I thank you, Mr. Chairman. 

Mr. Carnanan. I want to read into the record from the report of 
the Committee on Foreign Affairs regarding the Mutual Security Act 
of 1956. It is House Report No. 2213, 84th Congress, 2d session. 
The section of this report dealing with defense support has this to say: 

The bill authorizes $1,147,700,000 for defense support. * * * Except in the case 
of Latin America, as noted below, defense support is economic assistance supplie d 
to countries receiving direct military assistance from the United States which are 
financing military programs too large for their own resources to support. These 
nations could not devote as large a portion of their manpower to military service, 
of their industry to the production of arms and military equipment, and of their 
budgets to defense as they are doing if the United States did not help finance some 


of their imports. Defense support is not directed necessarily to the defense indus- 
tries of the recipient nation. The objective is to relieve the country of a portion of 
its economic burden so that it can carry a heavier military load. * * * In the 


judgment of the committee the concept of defense support is sound. The principal 
question concerning it has always been whether the situation in the individual 
country involved really justified such aid. There can be no question but that all 
the countries which are to receive defense support authorized in this bill are 
poor countries which are making a military effort substantially in excess of what 
they could maintain with their own resources. 


Dr. Judd. 
Mr. Jupp. Thank you, Mr. Chairman. I also was going to disagree 
respectfully with what you had said, fics defense support is really 
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not economic aid, because I think defense support is economic aid, but 
for a military purpose. 

Mr. CarNAHAN. It is not for the development of the economy 

Mr. Jupp. Yes, it is. 

Mr. CarnaHuan. It is not directed for that purpose. 

Mr. Jupp. Its purpose is to develop the economy and strengthen 
it, but for a military objective rather than an economic purpose. It 
still is economic aid. 

Mr. Carnanan. It really is to supply the support of a military 
force which their economy is not able to supply. 

Mr. Jupp. Part of it is that. For example gasoline and POL, 
common-use items, are to help them with their military effort. 

But more of it—as just was said there—is straight economic aid to 
enable them to divert more of their own efforts and resources to a 
military objective. I don’t think we could get away with the state- 
ment that it isn’t economic aid. 

The difference is in the objective, what its purpose is. 

I would like to ask you this Mr. Secretary. When do you think we 
san bring an end to our farm programs, our pouring of billions of 
dollars a year into the aid to our farmers? Do you have a suggestion 
as to when we can end that program? 

Mr. Kauisarvi. No, sir. 

Mr. Jupp. Have you an idea when we can end our program of aid 
to the American Indians? 

Mr. Kanisarvi. No, sir. 

Mr. Jupp. What about water pollution which we are discussing on 
the floor this afternoon, American aid to municipalities to correct 
water pollution? 

Can you tell us when we can end our programs for helping impacted 
areas educate their children? 

Mr. Kaniyarvi. I can’t. 

Mr. Jupp. I am sorry. I thought maybe you could give us that 
information along with telling us when we can end programs for 
assistance to other countries which have bases or resources or man- 
power which are essential to our own survival. 

Mr. Kauiarvi. That is right. 

Mr. Fountain. If the gentleman will yield right there. I realize 
that you are asking some question which are rather difficult to answer. 
However, the American people, while concerned about all these prob- 
lems, apparently are not as concerned about the answer to those 
questions as they are about the answers to questions relating to foreign 
aid. 

Mr. Jupp I grant youthat. I think that whoever is to blame, the 
fact is that we have not succeeded in getting our people to see that all 
their gains here at home will be nonexistent if we don’t have a more 
effective program to help free countries maintain their own inde- 
pendence. 

The question has been raised: What have we received? It is a 
proper question. We ought to ask it. What have we received in 
return? 

Well, the one undeniable superiority we have over the Soviet Union 
which it cannot match is our foreign bases, advance bases. Where 
would we be if Canada and Mexico went over to the Soviet side and 
they established bases there? 
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We have these bases in other countries only because of the foreign- 
aid program, and if we let that go we lose the one ace we have that 
they can’t match. Also, we have access to raw materials all over the 
world upon which we are absolutely dependent, only because of the 
fact that those countries are in the free world and are allied with us. 

The Kremlin has access to raw materials only from satellites over 
which it has complete control. We don’t want to be the kind of 
country that seizes satellites. Therefore, those advantages are avail- 
able to us that are so essential to our survival only if these countries 
are strong enough and have the will to defend their independence. 

I think it is too bad that after all these years some people say, ‘Well, 
we haven’t succeeded in making friends,” without realizing that our 
primary purpose was never to gain friends. Our primary purpose was 
to g give other countries the capacity to defend their own independence. 

Vhether they like us or not is secondary. What they want most 
to _ their greatest concern, is to defend their independence, and if 
we are helping them to defend their independence, that is our own 
essential objective. Yet we haven’t succeeded in getting this idea 
across. Many still think it is charity, benevolence, philanthropy, 
soft-headed giv eaways. 

You have t 
the Congress have the job of selling it to the people better than we 


have. Ve need (1) to make it a better program and (2) to make a 


aid 4] ' 
job of selling Lis concept to the Congress and we 1n 
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petter presentation. 


Mr. Fountain. You have hit the nail on the head. 
t 


Mr. JUDD. The question always prope rly comes up oO; hat other 
countries are doing to help themselves. Well, look at Germany and 
Japan as two outstanding examples. They are doing a whale of a 
job to help the mselves. They couldn’t have done it if we had not riven 
the economic aid that got them off their backs. Formosa is the same. 
[t took a long tin ‘with Italy. But Italy is roing places now ana put- 
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es 1] 
ting up tough competition ior our Dusinessmen all around the worid, 


imag sinative competition. Some pé ype Said 1t € yuld never be done, 
T4 } 1170 ly ' »>an th ‘ 1? } , 
that the Italians wanted oni »> SIO ih he moonl fbi. but they are 
} 1% ‘ . . : tudes . ] 4 . —— 4} 
adie to give us tough competition today, which is Lhe measure Ot tre 


program 5 Success. 

I think on the whole we have a good product and we ought not to 
ZO around and apologize tor it. Yet at the same time this committee 
ought to ride herd harder than we have on some of the fellows that 
are out at the ends of the world and sometimes go hog wild. 1 know 
you will agree with that. Thank you. 

Mr. Carnawan. Mr. Kalij Saas. it is true that the size of the eco- 
nomic snd technical foreign aid program is exaggerated? 

Mr. Kaniarvi. You mean, in the sense that it is looked upon by 
the gener ul public as much larger than it is? 

Mr. CarnaHAN. Yes, 

Mr. Kauisarvi. I think that is true. When you compare it with 
the military, it is very small indeed. It is diminutive. 

In terms of what we lay out, in terms of the accomplishments, 
I think that it is modest, and modest in terms of what can be done 
to accomplish or ought to be done to accomplish the objectives we 
have. 

I think the answer is yes. 
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Mr. Founrarn. That is one of the things that amazes me about 
our people. We go on and on. We don’t mind, rather we tolerate 
spending $40 billion a year to make planes and tanks and other 
implements of war many of which fast become antiquated. We 
recognize the necessity for that. But when it comes to dishing out 
our funds to do something which is (so far as the masses of our people 
are concerned) intangible, they can’t see it, except as occasionally we 
can convey it to them—that to make other people strong (especially 
our friends) may some day eliminate the need for these tanks and 
guns and so forth. It is a hard thing to get across. 

That is leading me to ask this question, if | may: What considera- 
tion is being given to making our military assistance segment of our 
aid program an integral part of our regular defense program and 
regular appropriations for our own defense? 

Mr. Katuyarvi. I think any comment along that line would be 
premature. As the Congress knows, this matter is under active 
consideration. Presumably the executive reasonably soon will be 
presenting its recommendations to the Congress. 

Mr. OUEEhE, I personally think if it 1s being considered and if 
it is found to be advisable (and I assume military assistance abroad 
will be necessary for a long time), the sooner we make it a part of our 
own regular defense appropriations the better, because the people 
of America, in my opinion, are fast beginning to doubt seriously the 
advisability of foreign aid in any form. Before our people reach 
that stage where they are opposed to the entire program it seems to 
me that we should hasten to make the military assistance portion of 
our foreign aid a part of our own national defense program. 

Mr. Merrow. Mr. Chairman, I think this has been a very fruitful 
meeting, and certainly the finger has been placed on the extreme 
difficulty we have in respect to foreign aid. 

If it is not out of order, may | respectfully suggest to the State 
De partment that it perhaps would be well to have the President of 
the United States present the foreign aid program to the public over 
some teley Peat broadcasts and explain it so they would understand 
it. It would certainly make it easier in the Congress. 

Mr. Kauisarvi. We will certainly pass your suggestion along. 

Jupp. Mr. Chairman, would you please devise, if you can 
some way that the newspapers and pe riodic als will play up the sue- 
cesses rather than the exceptional failures, including not only foreign 
aid, but among Congressmen, too? 

Mr. Kanisarvi. Thanks for the compliment. I] don’t know how to 
do it. 

Mr. Jupp. I wish we could pay more attention to those who don’t 
get into trouble, rather than largely to those who do. It is a human 
diffies ulty. 

Mr. Carnanan. In the current year, if the $1.5 billion for defense 
support is not considered, then our foreign aid program is about a 
half billion, which would be a little more than half of 1 percent of the 
total budget and less than 1 percent of the total budget? 

Mr. Kariyarvi. That is right. 

Mr. Carnanan. | believe that our American people don’t under- 
stand that. Many of the comments are to the effect that, ‘‘Well, the 
place to balance the budget is in cuts in foreign aid.” 


’ 
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Of course, if they were to take it all out they wouldn’t make a dent 
in the overall budget. 

Mr. Jupp. They sure wouldn’t. In fact, they would have to in- 
crease the budget to make up in American soldiers and supplies for the 
loss of what we are now getting more cheaply elsewhere. We are 
getting twice as many naval vessels through foreign aid as we are 
getting from our own naval appropriations. We are getting about 8 
times as many soldiers from the aid as we are getting from the whole 
$40 billion spent for our own Military Establishment. 

Mr. Carnauan. And the amount of money we are spending for 
foreign military aid is developing a force in excess of our own force. 

Are there any other questions or comments? Thank you very 
much, Mr. Kalijarvi. 

(Whereupon, at 12:17 p. m., the subcommittee adjourned.) 
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TUESDAY, APRIL 9, 1957 


Hovust oF REPRESENTATIVES, 
CoMMITTEE ON ForeEIGN AFFAIRS, 
SUBCOMMITTEE ON INTERNATIONAL 
ORGANIZATIONS AND MOVEMENTS, 
Washington, D. C. 

The Subcommittee on International Organizations and Movements 
met, pursuant to call, at 10:35 a. m., in room G-3, the Capitol, 
Hon. A. S. J. Carnahan (chairman of the subcommittee) presiding. 

Mr. CarNnaHAN. The committee will come to order. 

This morning we have the Honorable Chester Bowles with us, who 
has recently returned from visiting several countries. We are de- 
lighted to have you, Mr. Bowles. We will be glad to hear anything 
that you have to say to us, and are especially interested in your visit 
to Afghanistan. 


STATEMENT OF HON. CHESTER BOWLES, FORMER AMBASSADOR 
TO INDIA 


Mr. Bowtgs. My visit to Afghanistan was really very brief. I was 
only there a few days. But Iw vent to India; spent 4 weeks there and 
saw a good deal of their economic crowth and development and 
progress. Then I went on up through Pakistan. Then through 
Afghanistan, going through the Khyber Pass to Kabul. Then I flew, 
after an 11-week delay in getting my visas, to the Soviet Union. I 
flew over the Hindu Kush Mountains into Tashkent, the capital of 
Uzbekistan. I spent 8 days there; then went on up to Moscow, 
Leningrad, back through Poland, where I spent a week, and Yugo- 
slavia, where I spent another week. 

I had an opportunity to talk during the trip to the heads of all of 
the states with the exception of Poland, where their Parliament was 
just meeting, where I also think there is a certain reluctance on the 
part of the ‘Prime Minister and the head of the Communist Party to 
talk to foreigners at this stage. 

However, I talked to various Cabinet ministers. I saw Mr. Nehru 
in India; Mr. Suhrawady and President Mirza in Pakistan; Prime 
Minister Da’ud and Foreign Minister Ma’im in Afghanistan; Khru- 
shchev and Gromyko in Moscow; Tito and some of his associates 
in Yugoslavia. 

I was impressed with the strengths of the Soviet Union. I was also 
very impressed with some of the weaknesses. There is no doubt 
they have made tremendous progress industrially. There is no doubt 
that they have built up a very powerful military organization. They 
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have an able military technology. Their educational system has 
expanded, as you know, to an extraordinary degree. 

They have some 1,700,000 young people in universities, and they 
also have these technical schools which are ver y competent in turning 
out engineers and other technicians. 

They have also developed their resources to an extraordinary degree. 
Their oil, of course, used to come largely from Baku. Now Baku is 
a relatively minor operation compared with some of the other oilfields 
which have been opened up. 

Mr. Carnawan. Regarding education, are they developing an edu- 
‘ational system for the masses of people or just for a selected group? 

Mr. Bowtss. No, it is for the masses. It is a 10-year educational 
system in what we would call elementary and secondary schools. 
They start at 7 years of age. They run through to 17. 

Those students with high marks and good records then go on to 
the university, where they have 5 years of intensive educational work. 
They have 5 years of science, engineering, and mathematics before 
they get into college. They take calevlus in their 16th year. They 
have 5 years of language. About half of them seem to be taking 
Enelish. 

I visited three universities, the University of Samarkand, the Uni- 
versity of Tashkent and the University of Moscow. 

I was also very impressed, however, with the failures of the Soviet 
Union in the last few years. I think we are less conscious of those. 
But I feel they are very important 

First of all, there is the failure of the Communist ideology on a 
world scale. They are certainly in trouble with the Communist 
Parties throughout the world. They have tried to tie the destinies 
of all these Communist Parties so tightly to the nationalistic interest 
of the Soviet Union that it is a rather rugged life being a Communist 
outside of Russia as well as within. And many of these Communist 
Parties are W eaker today, I think, by far than they were a year ago. 

They also hate failed to a much greater degree than I had antici- 
pated in Eastern Europe. I had read the newspaper reports and 
talked to people who had been there. But, frankly, I had not taken in 
the extent to which they have fallen down in that part of the world. 

They have had 13 years to try to tie those nations to the Soviet 
Union, and they certainly have failed in that. The people of Poland, 
for instance, are very vigorously anti-Soviet, and about 90 percent 
seem to be anti-Communist. 

The same thing was true in Yugoslavia, which has a different kind of 
government, of course. But even there the people were very vigo- 
rously anti-Soviet. They have also failed to control their young 
people or to develop the socialist progress for the future that they have 
talked about. 

There has always been the hope in Communist minds that they 
could build up an indoctrinated young generation that would pretty 
much do as the state wanted them to do. 

Mr. Carnawan. Back to the sien of communism outside the Soviet 
Union. Am I interpreting you correctly to say that perhaps the 
Communists outside the Soviet Union are beginning to feel that the 
international Communist concept only prevails to the extent that it 
advances the nationalist interests of the Soviet Union? 

Mr. Bow tes. Absolutely. And they have become weary of it. 
Events in Hungary, Poland, Yugoslavia have taught Communists 
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throughout the world that their interest and those of the Soviet Union 
are not always the same. 

The Soviet will always impose its version of what needs to be done. 

They have failed, I think, to a large degree to certainly indoctrinate 
their young people. These young people are asking hard questions. 

Mr. Carnanan. That is, their own young people? 

Mr. Bowes. Yes. They have assumed, I suppose, that you could 
teach a man engineering, mathematics, teach him how to think, teach 
him how to use his mind on certain given problems, and then deny 
him the right to use his mind on areas which the state feels is not his 
area. Well, this doesn’t work. If a man has a good mind, he uses it 
wherever he can. 

Mr. LeCompre. You mean, the young men right in Russia or in the 
satellites? 

Mr. Bowes. Right in Russia. There is tremendous questioning 
going on. I don’t mean they are going to turn against the state. It 
is too well organized and too well policed. But they are beginning 
to ask questions and hard ones. 

They are also beginning to want to read better literature. There 
are great displays of French modern art in Leningrad which they had 
not allowed a while ago. 

They used to say Picasso was a good Communist and a bad artist 
and none of his works were allowed to be shown in the Soviet Union. 
Now there is a great display and it is crowded with people. 

There is also vigorous searching into new forms of administration. 
They are trying to decentralize some of their operation. It has been 
too much centralized, and I think they have felt the stagnation of 
their centre alization. i don’t think anyone can tell where this ques- 
tioning is going to lead. But it certainly is there. 

Another failur is that they have failed to make their people hate 
us. It was difficult to talk to students at this time of year. They 
are all taking their examinations. Yet one day I went to the library 
at Samarkand, which is near the Chinese border. There were about 
150 students there. When they heard my wife and I were Americans, 
they crowded around us asking all kinds of questions. I talked with 
them for an hour or more. 

| have three children in college. The Russians wanted to know 
what they studied, what they are going | to do when os get out of 
college, what they were like, what they wanted, and s » forth. The 
whole tone is one of friendliness and ferme ant: But | don’ t think it is 
ferment that is going to break loose in upheaval. 

It would be a mistake to assume that is possible in Russia. Never- 
theless I do feel this questioning is likely to open up difficulties for 
the Kremlin over the years. 

They can’t very well turn it off, because if they turn it off their 
industrial growth will stagnate. If they let it go, it may become more 
difficult for them in the future years. 

I was impressed with the extent to which the Russian people are 
still forced to live in poverty. I knew Russia was a poor country 
per capita, and all that, but I had no idea of the extent of the poverty 
or the drabness with which the average family lives. Many of the 
houses 30, 40, 50 miles out from Moscow are log cabins. I don’t 
mean they leak or were cold particularly, but they are crude. 
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In Uzbekistan many of them are made of mud as in the Punjab in 
India. Many of them have radios, but nevertheless they are quite 
crude. 

I don’t think an Indian or a Pakistani going into that area would 
be impressed. He would see less in the way of consumer goods than 
he would see back in his own country, also less building. That may 
not be a fair comment because I did go into parts of the Soviet Union 
where most of the building is going on, the war-torn parts. 

Mr. CarNAHAN. You say most of them have radios? 

Mr. Bowues. Most of them do, and I saw 1 or 2 television sets. 
They had a screen about 4 or 5 inches wide and a big magnifying 
glass in front of it. If you get in front of it, it blows the image up 
to look much bigger. 

They are paying their people more, but it costs so much to live. 
The living standards are low. Their farmers, as far as I can figure, 
are getting somewhere around $700 or $800 per worker. Sometimes 
there will be three people working i inafamily. That is at their proper 
rate of exchange and not the rate at which the visitors pay. 

But a normal suit of clothes would cost the equivalent of $300 or 
$400. It would take a Russian 2 or 3 months’ pay to get a suit of 
clothes. 

They are warmly dressed. But there is little to lighten life to make 
it easier. The amount of consumer goods is less than in Belgrade or 
in Warsaw—— 

Mr. CarnaHan. How about food? 

Mr. Bow tgs. It is plentiful, but it is plain. I think we have made 
some mistakes in interpreting the agricultural situation in the Soviet 
Union. Many people in analyzing it point out there are fewer cows 
and fewer pigs than there were in 1928. 

A lot of that is because they had deliberately shifted over to a 
grain diet. Since all Congressmen have to become farm experts in 
one way or another, you know that it takes 400 calories of grain at 
least to make 100 calories of meat. So back in 1928 they shifted from 
a meat-eating country over to grain. The quality of their food went 
down as the number of animals went down. 

They are now trying to give their people better food, that is, more 
meat, eggs, butter, ‘and milk. Yet they may be making some grievous 
errors in opening up some of the colder areas of Siberia for agricul- 
ture. Here they will be at the mercy of the weather and will be luc ky 
if they get a good crop 1 year in 3. 

What I am suggesting here is the need for a balanced view. We 
hear a great deal about the power and strength of the Soviet Union. 
We hear too little of some of the difficulties they face and will face 
in the future. 

The important point politically is that they have failed in Eastern 
Europe to a greater degree than I think even most of us realize. They 
now have to put a lot more money into that area if they are going to 
hold it at all. They have been taking money out; they now have to 
put money in. 

At the same time I would suggest that while they have been focusing 
a good deal of time and effort on Asia and Africa, we can now expect 
this effort sharply to increase. 

If you study Russian history, as many of you have, you know that 
there has been a traditional flow back and forth of pressure of both 
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Soviet and Czarist Russia first to the West and then to the East, 
When they have been blocked in Asia, they have turned back to 
Europe and vice versa. This has been going on 100 years or so. 

I would assume now that they would redouble their efforts in Asia 
and Africa. 

Mr. CarNnaHAN. Their efforts in what respect? 

Mr. Bowes. Economic assistance, political effort. I doubt in a 
military way. I don’t think they are going to take big risks in that 
field as long as we remain strong. But they are going, 1 think, to 
turn to Asia with loan programs and technical assistance programs 
on a fairly major scale. They have many advantages. The amounts 
of money that are required are relatively small. And because they are 
loan programs, they get at least something back out of it. 

If they devoted 1 percent of their gross national product a year for 
economic growth and development in Asia and Africa, it would give 
them a budget of about 4 times or pretty close to 4 times the amount 
of money we spend now on pure economic assistance to nonallied 
nations. 

Also, they are the only major country that has large numbers of 
doctors, technicians, and engineers easily available for work abroad. 
They are graduating, as you ‘know, some twice as many engineers and 
technicians as we are—and good ones, too. 

Many of those engineers and technicians are getting language 
training. They are also getting training in the culture of these various 
countries. In ‘Afehanistan, for instance e, the Russians whom we saw 
spoke Pushtu or Farsi, the two major languages; some spoke both. 

The average seems to be 3 vears of training in the languages and 
cultures of these countries before they get their snnnagnTene: 

I met three Russians in New Delhi in the process of getting my visa 
and all of them spoke fluent Hindi. They had studied it for 5 years. 
I don’t think there are three people in our own setup in New Delhi 
who speak good Hindi. As far as I can find, most of the Russians 
going into India speak it well. 

As I say, the amount of money needed for a formidable aid program 
is relatively small against the Soviet national income. They have a 
great number of well-trained, competent engineers and scientists. 
Many of them are trained in these languages. They have flexibility. 
For instance, they can suddenly decide to switch to Afghanistan, as 
they did, and offer a $100 million loan to meet a special opportunity. 

They have also the advantage of a certain rigidity on our part, and 
I might add a certain lack of imagination, a lack of grasp of the basic 
issues, problems, and forces which are likely to write the history of 
Asia and Africa and indeed the world during this coming generation. 

Mr. CarRNAHAN. Are their technical-assistance programs really 
geared to the needs of the country they are dealing with or pretty 
well slanted? 

Mr. Bowues. I don’t think we know too much about it. They 
have made some mistakes in Burma, for instance. They found it 
easy to go into Burma because of various errors that we made there. 
They then made their own mistakes. In payment for rice they forced 
a lot of cement, for instance on the Burmese Government that the 
Burmese didn’t really need. A lot of this cement became useless. 

As far as I could see and as far as people with whom I talked could 
see, in Afghanistan they are doing much better. Most of the work 
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that the Russians are doing in Afghanistan is north of the Hindu 
Kush mountains and south of the Oxus River, where there are 3 or 4 
million Uzbeks. These are the same people, speaking the same lan- 
guage as the Russians on the other side of the river. The Uzbeks on 
the Russian side live considerably better than the Uzbeks living on the 
Afghanistan side. Most of the Soviet efforts so far in Afghanistan 
have been in this area. It is a potentially rich area, about one-third of 
Afghanistan. 

1 had hoped to drive through it in a car, but the roads were so 
blocked up with snow in the mountains tha - we couldn’t get through. 

In Kabul itself they have provided dramatic evidence of what they 
can do. From Peshawar through the Khyber Pass to Kabul, is a 
14-hour drive at an average speed of about 12 or 13 miles an hour in 
a station wagon with a 4-wheel drive, often with no road at all. You 
go up dry river beds and over the most impossible country. By 
early evening we were rather exhausted bumping our way up these 
mountains and down, when suddenly we came out on a completely 
smooth paved highway. 

The driver said, “You have arrived in Kabul.’”’ The Russians, |] 
discovered, had paved every street out 3 or 4 miles in the country. 
These broad highways were completely and beautifully paved. The 
people of Afghanistan had never seen a paved street. The streets in 
Kabul were paved better than some of the streets in Russia, but the 
Afghans don’t know that. 

The next day we went out to drive around the town. The first 
thing we saw was a new 10-story building, the only beautiful Russian 
building I have ever seen. ‘That’ I was told “is the grain elevator 
built by the Russians for the Afghans.” The Afghans see it as a 
kind of monument that represents Russian friendliness and power. 
It is good showmanship. 

From what I could gather in Afghanistan the Russians in general 
are doing well. They are tactful. They are not arrogant. They 
know a good deal about the past of Afghanistan. This is very flat- 
tering to the Afghans because too few Americans or other foreigners 
who go there bother to learn much about them. 

The number of Americans of any prominence who have been in 
Afghanistan in the last 5 or 10 years is small. 1 think Mr. Nixon 
went there. I am not sure that any other major United States official 
has gone there. 

But Khrushchev, Bulganin, and Chou En-lai have each spent sev- 
eral days there. And the Afghans are flattered by the fact that the 
Russians come, speak their language, know something of their past. 
As a result of the big Soviet loan they have diverted a good heavy 
fraction of Afghan foreign exchange into the Soviet Union. 

One hundred million dollars in a country the size of Afghanistan is 
a lot of money. It is going to have a profound effect. This grew, 
as you know, out of our military agreement with Pakistan, which was 
signed in 1954. The Pakistani and the Afghans have been having 
trouble over Pushtoonistan, an area which is in dispute between the 
two. Many people believe that the Afghans have a poor case. 
They, nevertheless, think it is a good case. 

In any event, when the Pakistani reached a military agreement 
with us, the Afghans say that they closed the Afghan border for 5! 
months. Most of Afghanistan’s foreign trade hes always gone 
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through Karachi and this was shut off. So they say that they had no 
place to turn except the Soviet Union. 

They were blocked off completely. The roads in Iran are almost 
impassable. So the Soviet Union was their only outlet. For 5 months 
even the karakul furs that the Afghans sell in the United States were 
shipped through Black Sea ports and even around by way of Siberia 
and across the Pacific. 

Following the signing of the United States-Pakistan arms agreement 
the Afghans also turned to the Soviet for military assistance. The 
Soviet Union is now training and equipping the Afghan army and 
air force. 

A British soldier once said to me: 

I don’t know how many young Englishmen died to keep the Russians, in the 
days of the Czars, out of Afghanistan. But I do know the Russians have made 
more progress there in the last few years than they have made in the last century, 
and without a shot being fired. 

I am afraid that this is a fact. We sometimes do not appreciate 
the degree to which our efforts to build a world military balance of 
power critically disrupts local balances of power, and thus creates 
insecurity, when we are earnestly and honestly trying to create 
security. 

I think this is a case of that kind. 

Mr. CarnaHAN. What is the situation in Afghanistan at the present 
time? You said the border was closed 

Mr. Bowes. It is now open again. They are now making good 
progress improving relations between Afghanistan and Pakistan. 
General Mirza, the President of Pakistan, recently visited Kabul. I 
think everyone there liked and trusted him. 

The situation is somewhat relieved. There has also been talk of 
allowing not only right of shipment through Karachi for Afghan 
exports and imports, but special status, warehouses, docks, and 
sealed railroad cars going right through to the border without custom 
problems or anything of the kind. 

What the Afghans would reaily like is a port on the Arabian Sea, 
There is a fishing port in Iran near the Pakistan border that could be 
deepened. <A railroad could then be built through the mountams 
mto Afghanistan. This would give them an open port, an open 
window on the world, which I think would mean a great deal to them. 

This might have been a good investment for us. It may still be. 
It is important to assure the Afghans that they can look out toward 
the world, that they can always have free access to the world other 
than through the Soviet Union. Right now they feel this is the only 
route they can really be sure of. If | were they, 1 wouldn’t be very 
sure of that. 

Mr. Carnnanan, Would you care to comment a little further regard- 
ing the situation between Afghanistan and the United States? 

Mr. 3owLes. The Afghans are in no sense anxious to become a 
Soviet satellite. They are good, decent people. They are also deeply 
religious people, perhaps the second most orthodox Mosle ‘m country 
in the world, next to Saudi Arabia. They have a passion to be free. 
Their neighbors have been trying to control them for centuries and 
they are tived of it. 

Nevertheless they are poor. Like most poor people living in that 
part of the world, they are in a desperate hurry for progress. So they 
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have been testing out the Soviet Union to see if it is really dangerous 
to deal with. The Soviets have been handling the situation with 
skill. Their primary objective seems to be to convince the Afghans 
that they can work with the Soviet without being gobbled up. 

The Afghans are taking an extraordinary risk, “but on the evidence 
as they see it from dav to ‘day I don’t think they are convinced of that. 
I think they would like to be friendly to both of us. 

In Moscow I asked Mr. Khrushchev what the Soviet objec tives were 
in Afghanistan. He said, ‘To keep you people out.’ I said, “Are 
you sure you don’t want more than that?’ He said, ‘‘No, just to keep 
you out.” 

The Russians now have something between 500 and 1,000 tech- 
nicians in Afghanistan. How many of those are military I don’t 
know. I don’t think anybody does. 

Mr. CarnanHan. Mr. LeCompte. 

Mr. LeCompte. I have only a few questions. Do you think you 
could tell us—I should know but I do not—what the population of 
Afghanistan is? 

Mr. Bow tgs. 16 million, something in that neighborhood. I don’t 
think anybody knows precisely. 

Mr. LeCompte. It is not growing very rapidly? 

Mr. Bowtzs. I think it will. It is a country of great resources, 
as you know. It is so chopped up by mountains that it is very hard 
to get around. There have been almost no roads. There is some 
concern in some circles about having it opened up too fast, a feeling 
that you can somehow hold back the future. 

We are working on the Helmand River project there, an American 
aid program. I ‘asked if they were doing a thorough job of rural 
development to go along with it. I believe that if you build adam you 
must show the people how to use the water, better seeds, fertilizer and 
all the rest. 

The Afghan with whom I was talking shook his head uncertainly. 
“‘We don’t want them to wake up too fast,” he said. But they are 
going to wake up anyway and this is good. 

Mr. LeCompte. What is their principal product? They are mostly 
agriculturists? Farmers? 

Mr. Bowtes. Agriculture and hides. What we call Persian lamb, 
they call karakul. Some minerals are beginning to come out. They 
are about self-sufficient in agriculture. 

Mr. LeCompre. The hides of karakul bring in most of their outside 
money? 

Mr. Bowes. At present, yes. In 1952 when I was Ambassador 
to India, there were reports of oil north of the Hindu Kush Moun- 
tains, on the flat plain south of the Oxus River. As you know, the 
Russians moved into Uzbekistan in 1868. In a sense this is their 
colonial area. As the Russians moved south toward India, the Brit- 
ish were moving north toward Russia. Afghanistan was the area 
in which they clashed and struggled indirectly through three Afghan 
wars. 

When the oil possibility developed the Afghans being careful people, 
having to deal over the centuries with tough neighbors, went to the 
U. N. for help. 

They sent 3 or 4 European geologists to explore the area. But 
the Russians said: “Get these people out of the country, at least 
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this part of your country. We want no foreigners on Afghan soil 
so close to our border.’ 

At first the Afghans took a firm position. It is a shame that we 
did not support them vigorously. 

Worse still, the Afghans are convinced that the Pakistanis took this 
opportunity to slow down the flow of Afghan goods through Pakistan. 

The Pakistanis say that it was not deliberate. I am inclined to 
think they are right. But nevertheless the Afghans thought that 
their southern border was being closed. So, in a panic they gave in 
to the Soviet demands and threw the U. N. people out. Here was the 
beginning of our present problem way back in 1952. 

Mr. LeComprs. The technicians that you spoke of, are they 
natives or Russians? 

Mr. Bow.izs. You mean the technicians now provided by the Soviet 
Union? They are Russians. Some are their own Uzbek speaking 
people. They seem to be well trained in engineering and village 
development work, doctors, and the rest. They come there speaking 
the language, knowing the culture. It is effective. 

Mr. LeComprs. Is the country an arid country that needs dams and 
irrigation, and so forth? 

Mr. Bow.us. Yes; it does. We have helped greatly on that. 
The Helmand River valley project in southwestern Afghanistan is 
going to irrigate about 700,000 acres. It will mean a great deal. 

My concern is that we must use a project of that kind not simply to 
provide water but to bring roads and fertilizer and better seeds and 
the things that go to make better life. It has to be a rounded program. 

Mr. LeComprs. I thank you, Mr. Ambassador. It is nice for you 
to come up. You have been here before and have always left us a 
good message. 

Mr. Carnanan. To whom do they sell most of their export goods? 

Mr. Bow ves. I think now probably half goes to the Soviet Union. 
The other half is divided. We take some. Britain has always been 
a good customer. Some goes to Europe, generally. Some goes to 
India. 

Mr. CarnawAan. Dollars don’t play a very big part in their economy? 

Mr. Bow .zs. I don’t know what our trade amounts to. If I were 
guessing, I would put the figure around $20 million, something of that 
kind, for our purchases there. 

But the Soviet has this $100 million credit that the Afghans can 
draw on. 

As I understand, they have earmarked about $20 to $25 million of 
it so far. That will be in rubles and expendable only in the Soviet 
Union. What the Soviet Union is getting back for that I don’t know. 

Mr. Carnauan. Mr. Fulton. 

Mr. Futron. I am one of the people on the committee who has 
admired the work of the Ambassador and am always glad to have him 
here. 

Mr. Bowues. You are kind. I watch your own efforts in the 
newspapers with admiration and sympathy. 

Mr. Fuuron. I am acquainted with both your testimony and your 
books and find your ideas stimulating and helpful. 

When we look at the map, the Indus River is the real trade route 
into Afghanistan from Karachi, Pakistan. On the Iran side, as to 
Gwatar, the port I believe you were speaking of, it is just a small river 
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with no railroad access, and it would mean a major development with 
high expense to develop an adequate trade route to Afghanistan from 
the Indian Ocean. 

In the course of our United States relations with Pakistan, why 
wouldn’t it be a good idea to put some written limitations or condi- 
tions on our United States aid program, or else make some requests 
upon these countries to get together on a regional basis? 

This committee has urged that kind of program for southeast Asia 
for joint economic development. Likewise under the Marshall plan 
there was joint action. Why couldn’t we do something like that 
in this area? 

Mr. Bow rs. We should. I think you have put your finger on 
the heart of this situation. As a matter of pure security as well as 
economic development, the only way you can defend that part of the 
world is through a joint defense program. 

As long as Pakistan, Africa, India are at odds the area is indefensible 
with each nation trying to undermine its neighbor. 

If Pakistan fails, India will be disastrously affected. If India fails, 
Pakistan will be disastrously affected. 

If the Soviet Union manages gradually to draw Afghanistan into 
their area, the Pakistanis will be less secure, the Indians will be less 
secure. 

This is something that the British always understood. So they 
tried to build a belt of neutral nations, Tibet, Nepal, and to a degree, 
Afghanistan. 

With the best intentions in the world, we have gone out to try to 
build a purely military defense with a whole string of allies on the 
periphery of the Soviet Union and China without sufficiently con- 
sidering the political and economic factors. 

Mr. Fuutron. Which I question, you see. 

Mr. Bow tes. So do I. With our focus on purely the military 
aspects we sometimes upset the local balances of power, turn neighbor 
against neighbor, creating all kinds of suspicions and end up with 
substantially less security than we had in the first place. 

When the British left India in 1947, Lord Mountbatten tried very 
hard to organize a joint defense of Pakistan and India. This was 
impossible at the time because of the bitterness there. 

Now what is happening is that we have focused our attention largely 
on Pakistan because Pakistan will work closely with us. And the 
Pakistanis are a great people and a tough people. It is a joy to go 
there and see the warmth and feeling they have toward America. _ 

But the fact is that in building up Pakistan’s military power in 
comparison to India’s we have been destroying the traditional balance 
that existed in that area, and we have created all kinds of political 
and economic difficulties. 

All these countries are spending far too much money on the military. 
The Pakistan military budget is something like 60 percent of her 
national budget. The Indian military budget is pretty near that 
percentage. 

Most of that money could be much better spent in building dams, 
irrigation projects, roads, schools, and building a more solid economic 
and political base. 

Last year the Indians spent $100 million of their scarce foreign 
exchange that they had expected to spend in internal development to 








BUILDING A WORLD OF FREE PEOPLES 67 


buy arms in Britain and in France to match the arms that we had 
given Pakistan. 

Congress gave India $50 million last year for economic assistance. 
But they felt it necessar y to spend twice that sum in pounds sterling 
for equipment to balance up the jets and tanks that we had given 
Pakistan. I don’t know how anyone can expect to create stability, 
by fostering an arms race between poor countries which desperately 
need all the money they can get to ease their poverty, yet that is what 
we inadvertently have done. 

In the meantime the Russians come along and say to the Indians, 
“Don’t go to England to buy Canberra planes at $800,000 each. We 
will give you good equipment at bargain rates. You can give us some 
of these rupees of yours and pay us over the years.” 

The Indians so far have turned this Soviet offer down. They have 
used their own scarce foreign exchange to build up their own defenses. 

But Marshal Zhukov was in Delhi when I was there this winter. 
I was told that he spoke very effectively to the nervous Indians about 
what an army with new military equipment would do to one with 
old equipment. 

So, the Soviets are able to play one nation against the other, creating 
more insecurity. We will get real security “only by trying to bring 
these people together and by helping to ease the economic difficulties 
in both countries. 

The military power that will deter the Russians from aggression 
in this part of the world is that of the United States. If we are 
strong enough and willing, if necessary, to use our power we can be 
sure that that area will be held as far as the military situation is 
concerned. 

But we will only weaken the area by adding on more and more of a 
military burden to people who can’t handle a military burden except 
by cutting down on their own economic development. 

Moreover, we saw what the Egyptians did with all the fancy equip- 
ment they had from the Russians. It wasn’t used very effectively. 
If the chips are down we are going to find out that some of our equip- 
ment now being sent into the “Middle East won’t be used very 
effectively, either. 

I do not propose that we withdraw what we have already done. 
I do favor allowing it to peter it out at this level and trying to create 
some basic security and stability by economic and political means. 
We are never going to get security here until you bring these people 
together. Our policy has inadvertently tended to set one against the 
other. 

Mr. Futron. May I comment on your statement as to the British, 
Pakistan, and India situation, because when India then used its pound 
sterling to have Britain produce nonproductive military goods it used 
Britain’s industrial capacity for a nonproductive purpose. This like- 
wise used up the credits that India had had for a long time in the 
pound-sterling area for a nonproductive purpose. Britain has not, 
because of her foreign-exchange position worsening, the capital goods 
to export, and has “had to come to the United States and ask for 
further accommodation and more money and postponing of the British 
loan payments. So we are really paying in more ways than one for 
the United States policy. 

There is one good thing about this competition between Russia and 
the United States that we should not forget; that, while each of us 
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suspects the other’s motive, it puts the two countries in an economic 
race to develop the world. 

While we are protecting ourselves at home with military goods and 
buildup, nevertheless out in these disputed areas it means progress 
for them in the long run. 

So that, rather than try to keep the Russians out completely, which 
from this distance is impossible, and likewise it is impossible for 
Afghanistan to do so, maybe it is just as wise for both of us to develop 
Afghanistan. From the Afghan point of view, it is doubly good be- 
cause they get each of us watching the other so that neither one of 
us takes over. 

Afghanistan couldn’t stand against the United States; they couldn’ 
stand against Russia. If they get both countries in and get an eco- 
nomic program from both of us, maybe these so-called natives are 
much smarter than we think they are. 

I think it may be a pretty good thing for the world in general that 
we are in this competition on an economic development basis to show 
which system is the most efficient. 

Mr. Bowuss. It also has its dangers unless we can muster not only 
the funds but the tact and the knowledge of these peoples; the willing- 
ness to get down in the mud and dirt and work there with them; the 
willingness to learn their languages, to study their cultures, how they 
live and want to live. 

If we can do that, as well as put up the money, we can do much to 
help them achieve security. 

Mr. Fciron. I see your point. You mentioned the cultures. In 
this general area, there are the Uzbeks, the Kurds, the Turkomen, 
all almost completely Moslem. They tie in with the Mediterranean 
area. Why, then, don’t we have a regional economic development, 
possibly that would include some of these so-called Russian colonial 
areas, where we jointly develop and try to get some areas of coopera- 
tion with Russia to show that we are not just shoving the muzzles of 
guns in each other’s faces all the time? 

I am a person who wants to work out a method of living with the 
Russian people rather than destroying each other. 

Mr. Bowes. My impression in coming back from my recent trip 
is that the Russians have taken a bad setback in Eastern Europe, but 
that Asia and Africa offer them all kinds of new advantages. They 
have the advantage of the color prejudices, of racial antagonisms, the 
possibility of pitting the impoverished Asians against the wealthy 
Atlantic nations. All these facets that they can play on; also the 
skepticism about the workability of democracy in these parts of the 
world. 

They are surely going to make a great effort to pull that area into 
a closer association with the Soviet Union. Until it is clearly demon- 
strated that they cannot succeed, that they cannot absorb it, cannot 
dominate it, my guess is that we will not get very far toward a really 
meaningful peace settlement on a global scale. I don’t mean we 
can’t have regional problems here and there where the tenseness has 
become so great that the Kremlin fears it will explode. But the 
lasting peace that everybody prays for will be possible only when it 
becomes 

Mr. Fuiron. Why not work in local areas of cooperation where we 
can build jointly? This assures us that even though it is so close to 
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Russia and tied in so closely, like the Uzbeks in background, never- 
theless the area opens it up and our program keeps it open. That is 
greatly to the United States advantage, even though we can’t close 
the area to the Russians and should not, as a matter of fact. 

Mr. Bowes. One more point on the question of the Indian- 
Pakistan military position. The Indians have always tried to keep 
the ratio at about 9 to 4. Some people say that is unreasonable. 
But the Indians have a long border with China, about 1,500 miles. 
They also have the whole Burmese area to cover. 

Others say, “I can’t really believe that India, so much stronger 
so much bigger, is really afraid of Pakistan.” An Indian official 
once remarked in reply: “I seem to remember that the United States 
went into a high state of excitement because some Soviet military 
equipment was shipped into Guatemala in 1954. Are you Americans 
in & position to criticize our nervousness over our much more powerful 
neighbor?” 

I had nothing further to say. I think every nation has to be a 
judge of its own security. Certainly we want to be a judge of ours. 

Mr. Fuuron. We always enjoy you and learn from you. 

Mr. Carnawan. Mr. Judd. 

Mr. Jupp. I was going to bring up the question that you just dealt 
with, Mr. Ambassador. I am informed that in many fields the 
Indians’ strength is about 3 to 1 to Pakistan’s. First, their territory 
is much larger. It is in 1 piece where Pakistan is in 2 pieces and 1,000 
miles apart. Second, India’s natural resources are enormousl 
greater and their industry and electrical power much more develope 
Third, their military strength is about 3 to 1 and, fourth, their popula- 
tion is 4 to 1. Yet everybody seems scared for India. But if India 
feels jittery about a smaller and weaker neighbor, how does Pakistan 
feel with a much stronger neighbor between her two wings and an 
infinitely greater giant looking down her throat from the northwest, 
able to come throug Moslem territory—— 

Mr. Bows. I think it is a little more complicated than that, if I 
may say so. ies was no outside military threat to any great 
degree, and I think if we had encouraged a lower balance of power 
between the two there would have been greater security for everyone. 
Of course nobody is ever happy with their military balance vis-a-vis 
their potential adversary. We are not happy with ours in regard to 
Russia. But by building a balance at a higher and higher level, all 
you do is take scarce resources away from essential economic growth, 
and no one finds a means of improving his lot. 

Mr. Jupp. It is the same problem we faced in the Middle East. 
Israel had enormously greater military strength than the Arab coun- 
tries. So the Arab countries they felt, had to take resources, which 
would have been better used for the development of their people—they 
had to take those resources and divert them to arms. 

Then when they began to build up, though they never got anythin 
like aig y with the Israelis, the Israelis became pany We trie 
our best to prevent that arms race. The Israelis were unhappy 
because we wouldn’t send arms to Israel; the Arabs were mad because 
we wouldn’t send arms to the Arab countries. We are in as much 
trouble in the Middle East, where we did not send—— 

Mr. Bow.es. We are doing in south Asia to some extent what the 
Soviets did in Egypt. By dumping arms into Egypt the Soviet 
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created frustrations and fears and the Israeli attack ultimately came. 
The Israelis are only 2 million people and there are 40 million Arabs. 
Yet there had been a military balance there, and no pressing danger 
of war until the Soviet Union dumped all that equipment into Egypt. 
Then the situation became explosive. 

The same thing could happen in south Asia. If we can’t make 
progress toward disarmament with the Soviet Union (and they have 
certainly made is impossible so far) at least we can tone down some 
of these regional arms races. If we don’t, they can erupt into war and 
draw us all in. 

We have built up Saudi Arabia, Iraq, Iran, Pakistan with more 
and more equipment and the Soviet has built up Afghanistan, Syria, 
and Egypt. If we had a 10-year moratorium on arms shipments 
there would be no more equipment going to any of those countries 
and they could all begin to catch their economic and political breath. 

If we send more arms to Iraq, they will send more to Syria. If we 
send more to Iran and Pakistan, there will be more going to Afghanis- 
tan and Egypt. I don’t see how anybody profits from this. More- 
over it is not simply a matter of cost to the American taxpayer. 
They have to pay their soldiers. Moreover their own scarce tech- 
nical people are taken away from the work of economic growth and 
development. 

So we have not only the very heavy cost to us, much of which I 
think is unnecessary, but we undermine their own efforts to build 
something solid. We take their minds off their real internal problems. 
Instead of concentrating on building schools and growing food the 
leaders make angry speeches, and flex their new military muscles, 
in Baghdad, Damascus, Cairo, Karachi, Kabul, or New Delhi, where- 
ever it may be. As we build up this military power, with each trying 
to inch ahead of the other, each trying to get their more powerful 
supporter to build them up at the expense of the other, we take our 
friends’ minds off their real job, which is more food and more water. 
We take their minds off the big problems of economic and political 
growth for their people. 

The Kashmir issue is tragic for two reasons. First, it has taken 
Pakistan’s mind off its job, which is economic growth and develop- 
ment for its people, getting rid of its abysmal poverty. The second 
thing it has done is to undermine a good deal of India’s moral standing 
in the world. People have very properly said that India has applied 
one standard to the world and a rather different one to themselves. 

In any event the energies of all these people ought to be building 
roads, villages, and helping people move ahead instead of wasting 
themselves in an arms race. The whole Arab world seems to be con- 
centrating now in seeing if they can get a few more jets than their 
neighbors. 

I don’t think we can buy the loyalty of people with jets and tanks 
any more than we can buy it with cash subsidies such as the subsidy 
the British gave to Jordan. The more we arm one nation the more 
the Russians arm the other. It is a military merry-go-round. If 
we really want to start saving money here is a wonderful place to 
start and a moratorium—if the Soviets will agree to it—is the way to 
do it. 

Mr. Jupp. How do you get them together so you can stop it? 
You sound as if we started the race. Wedidn’t. We disarmed at the 
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end of the war. The Soviet Union wouldn’t disarm. Our armin 
was the belated consequence of their refusal to do what we did an 
you want us to do again. How do you do it when the other people 
won’t play ball? 

Mr. Bow tess. We have to just 

Mr. Jupp. Then what is the use of daydreaming? 

Mr. Bow tgs. I am not talking about our military expenditures. 
Here I would spend every dime that’s really necessary. But the 
strength that is going to keep the Soviet Union out of the Middle East 
is not going to be the strength of this Iraqi Army or the Iranian Army; 
it is going to be primarily the United States Air Force. That is the 
power that the Soviets understand. That is the security barrier 
which protects this region. 

Mr. Jupp. You are going to give up the thought of local defense 
on the ground of individual pieces of territory? You would just put 
all our chips into one bag? Our Air Force striking the Soviet Union? 

Mr. Bow tes. Has anyone in the Pentagon told you seriously that 
the Iranian and Iraqi Armies are going to keep Soviet armored divi- 
sions out of the Middle East? 

Mr. Jupp. No; they haven’t. But there is in Iran a pretty good 
situation where it wouldn’t take an awful lot of strength to hold three 
major passes long enough maybe to get some help in. 

Mr. Bowtgs. | do not think that is where an attack would come. 

But I wouldn’t take anything away from what we have already 
done. Nor could any moratorium include Turkey which is the eastern 
anchor point of our whole NATO alliance. It guards southeastern 
Europe. ‘Turkey must be fully supported militarily. The only way 
I would consider any change there would be if the Soviet Union would 
pull their troops out of Bulgaria and Rumania. Obviously they are 
unlikely to do that. 

Mr. Jupp. Turkey is just like Pakistan and India. She is spending 
much more of her resources for arms than her economy can afford, 
and you know that is hard. 

Mr. Bow.zs. That isso. But the Turks have given great security 
to this area. 

Mr. Jupp. Do you think any of those countries out there or any- 
where else trust us enough to turn the defense of their homeland over 
to the United States, that they have enough confidence 

Mr. Bowes. That is what they are doing. 

Mr. Jupp. That we would cut loose our power in an all-out atomic 
attack upon the Soviet Union and thereby bring it upon ourselves? 

Mr. Bow ss. I certainly believe we would. If we are not willing 
to oppose aggression, it will surely come. 

Mr. Jupp. You and I might. Do you think they will trust us to 
do that? 

Mr. Bowuzs. If we are not prepared to do that, there is no security 
in the world. If we are not prepared to use our power, there is no 
security. If America’s power is something that we plan to keep 
unused in a desk drawer, it will be of very little value to free peoples. 

But I am talking about increasing the flow of military iad em te 
to Iraq, Iran, and Pakistan. 

There are hundreds of millions of dollars going into it that I believe 
could be put into more constructive work. I am not talking about 
South Korea or Vietnam or Formosa. I am talking about the 
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Middle East where I think we have gone as far as we can profitably 
go in piling up locally controlled, high- cost military equipment. 

Before you came in, Dr. Judd, I mentioned the fact that when we 
went all out on our military shipments to Pakistan, the Afghans im- 
mediately turned to the Soviet Union and the Soviet Union came 
through to equip them with arms, loan them $100 million for economic 
projects, and so began to throw their support behind the Afghans. 

Mr. Jupp. But Afghanistan wouldn’t have turned to the Soviet 
Union if she had been able to get arms and help from us. 

They talked to us first, and if we had been willing to give them the 
kind of help they wanted, they would not have gone to Russia and 
neither would Nasser. Nasser waited 4 months after he was desperate 
and we wouldn’t give arms to him. 

Mr. Bow tes. Granted, mistakes were made. 

Mr. Jupp. I wish we didn’t have to spend a dime for arms. Iwasa 
missionary and love to work with people. A missionary came home 
yesterday from 6 years imprisonment in China and said that mis- 
sionary work in China is done. It was lost during my period there 
when people wouldn’t do anything about security. We were going to 
save them just by loving them and bettering their living conditions. 
We lost them. 

Mr. Bow.es. Arms are absolutely essential. But I am for using 
them sensibly. Before you came in I was pointing out that India, 
because of the money we gave Pakistan, expended $100 million—— 

Mr. Jupp. I got that. 

Mr. Bow es. To buy Canberras and other planes in France and 
England. That does not give us any more security. 

Mr. Jupp. Do you think we should have refused Pakistan’s request? 
We were giving military aid to about 30 countries. Pakistan said, 
“We feel threatened from the Northwest.’”’ How could we have 
refused to give arms to friendly Pakistan which felt threatened when 
we were giving them to 30 othe rr countries that felt threatened. 

Mr. Bow es. I do not believe that there has ever been a serious 
ground force threat from the north through those impassable moun- 
tains. 

Mr. Jupp. They saw what the Soviet Union was doing in Asia. 

Mr. Bow zs. But the result was to push Afghanistan toward the 
Soviet orbit, to force India to forego some of its essential development 
work, and today we are closer to an outbreak in south Asia than we 
have ever been. In the morning paper there is a story that the Paki- 
stanis say they can’t hold the tribesmen in check. 

Mr. Jupp. And that is true. We talked to the tribesmen in 1955. 
They don’t make any bones about it. They said frankly: We have 
waited and waited. When is the United Nations going to act on 
Kashmir? If it isn’t going to act, when is the United States going to 
act? Those are our brothers in Kashmir and we will move. 

Mr. Bowes. We must remember there are 43 million Moslems in 
India. There are more Moslems in India than in West Pakistan. 
This often is forgotten. 

You put this on a religious basis. Does this mean that the 43 
million Moslems should leave India? 

Mr. Jupp. No. Some of them might be slaughtered in India. 

Mr. Bowtzs. I don’t think you will see any plebiscite in Kashmir. 
With some patience and skill and negotiation there may, however, be 
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semi-autonomous Kashmir Valley; Azad Kashmir going to Pakistan, 
Jammu and Ladak to India and then building up through gradual 
negotiation a semiautonomous area in the valley. 

But the thing we ought to do now is to stop handing these angry 
people military tools with which to chop each other up. 

Mr. Jupp. We tried that for years. You were out there, and you 
are a very winsome salesman and you didn’t succeed in getting the 
Indians to reduce their arms. 

Mr. Bow zs. Since then the military budgets have gone way up. 

Mr. Jupp. Did you work at that time for the division of Kashmir 
you mentioned? There were people on the other side, the Pakistan 
side, who would accept that? Have you been able to get the Indians 
to agree to it? 

Mr. Bowes. We came within a sixteenth of an inch getting it 
settled on that very basis in the winter of 1952. 

Mr. Jupp. I was out there the following spring. 

Mr. Carnauwan. It is certainly evident that the Russians have 
given major emphasis to military strength since the end of World 
War II, and there is considerable evidence that they are going to con- 
tinue to maintain what we consider a safe military balance. Would 
you care to comment on whether or not there is a shift on their part 
toward greater emphasis on the economic aspects of the Russian for- 
eign policy? 

Mr. Bow txzs. In this whole area there has certainly been a shift. 
Russia is building a steel mill for India. There is talk of another 
Soviet loan of about $90 million. They are putting a great deal of 
money into China. Nobody knows how much. The best estimates 
I have seen is in the neighborhood of $2.5 billion. The Chinese, of 
course, pay some of that back in various ways. 

Military strength is, of course, vital to our whole global security. 
But there are two reasons for military strength. One is to prevent an 
attack. The second is to provide a screen behind which we can con- 
duct constructive economic and political policies. Simply to build a 
screen and then go away and forget the whole thing is only half a 
policy. 

Behind the military screen we must make sure there is growth, 
development and a greater sense of belonging. May I emphasize 
that it is not simply a matter of more economic growth, more rice or 
more electric power or whatever. I think there has to be three 
factors present. 

First, there has to be more production, of course, but, secondly, the 
production has to be achieved through a sense of participation by the 
people and not simply handed to them by the Government. They 
have to feel they have contributed to this greater advancement. 

Thirdly, the greater output must lead to an increasing sense of 
justice. If the greater productivity goes disproportionately to those 
who are already wealthy, or in a position of feudal strength and 
power, you are likely to get more political instability instead of less. 

I have talked previously before this committee about the need 
for tacking some kind of economic conditions to our aid. If you don’t 
put through land reforms, the better seed, the fertilizer, the increased 
water may double the big farmer’s income without corresponding 
benefit to the others. The result is not more stability, but less. 
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What we must seek is more output achieved by the people working 
together, leading to an increasing sense of justice. When you have 
those three things, you are on the road to political stability. Your 
military security screen makes it possible to tackle these constructive 
problems. 

Mr. CarnaHAN. We are glad to have the chairman of the Foreign 
Affairs Committee with us. Chairman Gordon, do you have any 
questions? 

Chairman Gorpon. No. I am sorry I was delayed. I am cer- 
tainly happy to see Mr. Bowles here. You are always welcome 
before our committee. I have no questions at this time. 

Mr. Carnazran. Behind this screen, is it your opinion that the 
Russians are turning more and more to the greatest possible use of 
economic processes to accomplish their goals? 

Mr. Bowes. That is my feeling. And they are well equipped 
to do it. I know the number of able Soviet technicians going into 
India now, for instance, is great. We have on several occasions been 
asked to send over trained people in medicine, engineering, and other 
areas. We could not produce them but they could. 

Mr. CarNnaAHAN. Would you give us your opinion as to what we 
are doing, briefly? 

Mr. Bowes. What we are doing is disappointing in this sense: 
When Mr. Truman, in his inaugural address in 1949 outlined point 
4, it was an imaginative, creative and bold proposal. Naturally, we 
didn’t know at first how to go about it. It was an unknown area for 
us. We had to experiment. 

Then people such as Brian McMahon and others stepped forward 
and pressed for a positive program. There was more and more 
interest. At first, I think too much attention was given in some coun- 
tries to the technical assistance side. India, for instance, has some 
able unemployed people with their doctorates in agriculture. What 
they want most are top caliber people on special problems—a vice 
president of General Electric or du Font or outstanding farm experts 
who can bring them highly specialized skills for a few months at a time. 

I hope that some system can be worked out that will provide such 
expert help perhaps on a management contract basis. 

Of course in some countries we need less skilled technical assistance 
very badly. But generally I would rather have more top people and 
less of the run of the mill. That doesn’t apply to a country like 
Ethiopia where you desperately need people to take over all kinds of 

tasks at somewhat lower level. I am talking primarily about more 
advanced countries like India. 

As far as capital assistarce is concerned I think Mr. Dulles’ state- 
ment yesterday was a step in the right direction. But the work done 
at the International Center at MIT which suggested annual loans of 
around $1.5 billion a year for a period of years strikes me as close to 
the amount required. I doubt we could spend more money effec- 
tively. 

Our farm progr am with Public Law 480 seems to be a very effective 
program. People in Asia as elsewhere need so much food to keep 
alive. But if they get a job they need twice as much food to work 
properly. id 

The Indians can now raise enough food to meet their minimum 
survival needs. But now their people are going to work and workin:z 
hard. So they need more food to keep them going. 
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The food almost becomes the means of payment. If you have 
grain, then you can hire people, put them to work, give them rupees, 
and they can buy their grain and you don’t have inflation. Thus in 
order to build a dam you have to have more food, as well as more 
equipment from General Electric and other big companies that provide 
the dynamos, other electrical gear and all the rest. 

Mr. Carnawan. You feel then that really an economic development 
project in one of the underdeveloped countries is going to have to be 
supported by extra food and fiber, otherwise the economy of the 
country will be seriously affected? 

Mr. Bow uss. ‘That is right. The Egyptians could not have built 
the Aswan Dam without more wheat and rice. They needed not only 
the foreign exchange to buy the equipment, the bulldozers, but they 
needed the food to give to the workers who would be working harder 
and eating more food; otherwise, they would have had inflation. 

Mr. Fuutron. That is why I can’t understand that the Midwest 
farm areas of the United States are so opposed to the foreign-aid 
program, because under Public Law 480, the program is really dumping 
farm surpluses of the United States abroad. ‘These countries develop 
into good customers and buy the food with the American dollars that 
we have lent to them as part of their economic progress and construc- 
tion costs. So that to me the farm people in this country are some 
of the best beneficiaries of our foreign-aid programs if they would 
look into it. 

Mr. Bowuezs. Dr. Judd knows this subject better than I, but I 
spent sometime in his area last fall. I found that audiences were 
bored when I talked about parity and soil banks but they were imme- 
diately interested when I began to talk about the hungry people in 
the world and our capacity to grow more food. If the Russians had 
4 billion bushels of wheat, I pointed out that they would be putting 
it to work. Also, dried milk. 

On one occasion I went back to 1932, and at overloaded grocery 
stores with spoiling food and hungry people walked back and forth 
in front of the grocery stores unable to buy the food because of what 
was said to be the iron laws of economics which kept the people and 
the food from getting together. 

Somehow we found the w: 1y to break through this iron law of eco- 
nomics and we all profited thereby. The same kind of imagination 
is now necessary on a world scale to bring our food-producing capacity 
and the world needs together. I believe that the world economies of 
1960 may be as different from the economics of 1956 as the econemics 
of 1936 were from that of 1932. 

Mr. Futron. Could I point out to you how the policy of this 
country is moving along the lines of the people who feel the world is 
in for a development generation with education, progress, econemic 
development as the key words, the catchwords of any and all nations. 

As you may recall, in 1954, when I was at the Rio Economic Con- 
ference, I had suggested to our delegation, headed by Mr. Humphre y; 
that we come up with a $1 billion United States revolving fund which 
would be able to finance on a regional basis throughout the world 
just such projects as we are talking about, which Mr. Dulles has now 
in his statement endorsed. 

For my pains for saying that as an individual I had my dinner in- 
vitation at the United States Embassy at Brazil revoked on Thanks- 
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giving afternoon so that neither I nor the two consultants that were 
with me from this committee were allowed to go to the United States 
Embassy, for saying something so outrageous. 

Yet from November 1954 to 1957, when little bombshells like that 
go off, they move United States policy, and there is now the statement 
of Secretary of State Dulles recommending a similar revolving fund 
of $750 million, and the United States Ambassador to Brazil, Mr. 
James Kemper, and his ideas have long since departed the scene. 
How times change. 

So may I join with you in saying that we should emphasize economic 
development, education, working with people, do it on a regional basis, 
and even do it with the Moslems and Russia in this area where and if 
real cooperation can be assured. 

Mr. Bowtss. If they let you. Uzbekistan could use some help. 

Mr. Carnanan. Dr. Judd, do you have further questions? 

Mr. Jupp. No. 

Mr. Futron. May I say to Dr. Judd that this economic develop- 
ment emphasis, with some deemphasis on the dumping in of regional 
arms, is not daydreaming. 

Mr. Jupp. I didn’t say that. I said I am all for greater emphasis 
on economic development. But to talk about the possibility of doing 
that in the absence of some cooperation from both sides in being willing 
to cut down their arms is day dreaming. 

Mr. Futton. Would you please say that again, or explain it further? 

Mr. Jupp. If I was misunderstood—— 

Mr. Bow ss. I think sometimes when they are talking off the 
record they have a real awareness of what this military burden—— 

Mr. Jupp. I don’t think any of them wanted to increase it. But, 
on the other hand, no government, no self-respecting government 
that wants to stay in power at home can entrust its own security 
against its next-door neighbor wholly to the pledged word of another 
government, even the United States of America. 

Therefore they feel they have to have some arms, a tank or two, even 
if it is a Sherman, to go down the street. They have to have some 
evidence of local strength. 

Mr. Bow ers, All I am saying is: Let’s stop at this point at least in 
the Middle East. What they need most is the kind of military setup 
that will protect their internal security. That is a different kind of 
proposition. You don’t need 8-inch guns that are capable of firing 
an atomic shell to stop riots. You don’t need jets to stop an uprising 
in the capital. 

Mr. Jupp. India had bought many jets before Pakistan had a single 
one. 

Mr. Bowes. But at some point you have to freeze the situation 
without blaming one or the other. 

Mr. Jupp. That was my original question. How do you bring 
them together in order to stop ‘it? We haven’t been able to do it 
with Korea and Japan. We haven’t been able to get Sukarno and 
the Netherlands to deal with the overall situation rather than the 
local quarrel over West New Guinea. We haven’t been able to get the 
British and the Greeks and the Turks to quit quarreling over Cyprus 
so as to deal together with the overall threat from the Communists. 
Or the Israelis and the Arabs to solve the local dispute so as to unite 
against their common enemy. 
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It is human nature to be more concerned about the ancient feud 
with an immediate neighbor right next door than the overall threat. 
A patient comes in with a boil and we find a cancer. He isn’t worried 
about the cancer, it is the boil that hurts; and if you don’t take care 
of the boil he will go to another doctor. 

Mr. Futon. It wouldn’t be a good doctor who listens to the 
patient in that case. 

Mr. Jupp. He won’t have him long, unless he tends to the local 
irritation. 

Mr. Futron. That is what the ambassador and I feel, that there 
must be some way to break the arms race that is going on worldwide 
on a world security basis, but likewise also upset local regional 
balances. If you could only put the guns in that could shoot one 
way, on worldwide problems, and not on local issues. ‘They are used 
for threats locally, when they are put in local hands for general 
security. 

Mr. Bow gs. Or the other people fear they will be. 

Mr. Jupp. I am for all you are trying to do. But we haven’t 
succeeded yet in doing one without the other. 

Mr. Bowes. Suppose we said to the Soviet Union: “We will 
agree to an embargo, a moratorium on future arms shipments to the 
Middle East. This means that we will ship no more arms to Iraq, 
Tran, and Pakistan provided you ship no more to Afghanistan, Syria, 
Egypt, India, or anyone else. We will all agree to stop for 5 or 10 
years so everybody can catch his breath.”” The Russians undoubtedly 
would say, ‘‘How about Turkey,” and we would have to say: “No; 
that is a separate question.” 

It is still possible that the Soviet Union might accept our proposal. 
I don’t know. If they didn’t accept it, we would at least have dem- 
onstrated our good intentions that we would like to stop these local 
arms races. 

If they did accept it, we would all be relieved of a dangerous, in- 
creasingly explosive competition between neighbors which does not 
add to the total security of the world. I don’t know whether it would 
work or not. 

In Moscow this winter, I asked Khrushchev if he would agree, and 
I had a strong impression that he might. 

Mr. Jupp. I am in favor of trying it. 

Mr. Bow.es. You said you wondered about the people in the coun- 
try and their attitudes toward economic assistance. On Sunday, 
March 17, the New York Times ran a roundup of points of view on 
economic assistance. May I quote from it briefly: ‘Several times in 
the last 6 years the following question has been asked by various 
groups: As things are now, which would you say is the most impor- 
tant: To send friendly nations economic aid or send military things 
like tanks and guns?” Last June, which was the last time the sam- 
pling was taken, 71 percent said economic and only 17 percent mili- 
tary. This is in the Times of March 17. 

Mr. Futron. And we certainly had success under the Marshall 
plan with economic-aid programs. 

Mr. Bowes. We did. 

Mr. Jupp. Yes, because we had the bomb and the Soviet Union 
didn’t yet have the bomb. We tried that course in Korea. We were 
going to reduce the military burden and build up economically. We 
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negotiated 2 years and signed an agreement not to increase arms. 
We kept our pledge and they tore up “theirs from the beginning. 

Mr. Bow.es. But now in the Middle East we are feeding in arms 
past the point of a reasonable return. 

Mr. Jupp. I just know that cancer generally behaves like cancer, 
and we are dealing with a malignant process 

Mr. Bowtss. I am thinking of a wav to get over it and not kill the 
patient. 

Mr. Jupp. Malignancies don’t stop expanding until they are 
checked. 

Mr. Bowtss. I think we must tell these people: You have a good 
solid American defense behind you. We are going to support you. 
But now let’s turn to the problem of trying to work out these local 
regional iidoaiinn and help people to live better. Then we can 
begin to make progress. I think a lot of these pe ople are themselves 
very nervous about the situation as it now stands with the Soviet 
arming one group and we arming the other. 

Just one more point. Congress gave a guarantee to the Middle 
Fast that America would become immediately and vigorously involved 
if there is a Communist action in the Middle East. 1 wholly agree 
with that. 

Mr. Jupp. If they request it. 

Mr. Bowtzs. My only criticism is this. I think what we should 
have said: “It has been American policy since 1945 to oppose any 
aggression by force by any Communist nation across any border. 
Congress hereby reaffirms this policy.”’ 

Because your congressional commitment was regional it may con- 
ceivably weaken our position in other areas. Will Mao Tse-tung in 
Peiping wonder if this means that the Americans won’t support 
Burma in case he attacks? Will Khrushchev wonder if this means 
the Americans will not support Yugoslavia? 

Our commitment must be global along the whole periphery of the 
Soviet Union and Communist China. It must be a vigorous commit- 
ment. By regionalizing it you did not strengthen the commitment; 
you may have weakened it. If it had been a global statement, the 
next day the Secretary would have been asked: ‘‘Does this apply to 
the Middle East?”’ He would have said, ‘‘Of course,” and you have 
what you have now but with no chance of misunderstanding elsewhere. 

Mr. Jupp. I think that reaction might have come, but it is our job 
to explain it was not our intention to reduce our commutment,, We 
had already made it in Europe with the Greek-Turkey program. We 
had also made it with SEATO, with the Formosa resolution, and now 
we made it for the Middle East. Probably we should have said in 
the preamble it was merely an extension of a policy. 

I regret the term ‘Eisenhower Doctrine.’”’ No one in the adminis- 
tration used it. The newspapers put it on as a convenient handle. 
It may have looked like something new. But it was only a reaffirma- 
tion for a different area that was now threatened. 

I spent some time with President ‘Truman in the late forties trying 
to get him to apply to the Far East the same doctrine he sponsored 
in Europe. Nobody has ever stated it better than he did down here 
in March 1947, when talking about Turkey and Greece. He said that 
it must be the policy of the United States to support free nations 
against external aggression and internal subversion. That was a glo- 
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bal principle. Wherever aggression threatens, wherever we can help; 
it must be our policy to do so. But he wouldn’t extend his own policy 
to the Far East at that time. 

Mr. Bow tes. I don’t want to bring up a controversial 

Mr. Jupp. That is water over the dam. 

Mr. Bow tess. I don’t want to bring up a controversial subject in 
the Halls of Congress. But some time ago Dean Acheson was charged 
with having drawn a line in the Far East that did not include Korea. 
When the South Koreans were attacked, it was said it was because 
he left this door open. 

By applying our recent guaranty regionally a great many doors 
were left open. I would rather have seen a sweeping guaranty. 

Let’s build a good tough fence and be prepared to defend it. But 
let’s also cultivate the fields behind the fence. To build the military 
fence and then go away and say that we have stopped communism 
in its tracks is not an adequate answer. We have to cultivate the 
economic and political fields behind the fence. 

Mr. Jupp. | couldn’t agree with you more. But I must add this: 
I don’t think we can effectively give much more economic aid than we 
are giving. I think in some places we are already choking them a 
little. I know in one country our people were getting in eac ch other’s 
way when they had about 117 in our various economic programs, 
We urged they cut it down to the essentials. Now they have 200 
people there and the confusion is increased instead of decreased. I 
don’t think you can do it on a quantitative basis. 

Mr. Bow es. There are limits. 

Mr. Jupp. You have to ask first, what do they need? That is 
astronomical. 

Second, how much can they effectively use? That is much smaller. 

Third, how much can they self-respectingly receive? Often that is 
still smaller. It does not do any good to crowd them to the point of 
confusion, and sometimes noncooperation. 

You said something about if we can learn the languages. Our 
failure to do this is one of the things that burns me up. We can learn 
languages. But wedon’t. I talked recently to a man just back from 
the university in Kabul, Afghanistan. He said Russians are coming 
in who speak the language like the natives. They have spent 5 
years learning it. We give our people 3 weeks orientation and send 
them over. No wonder we lose. Dollars are no substitute for 
knowledge. 

Mr. Bow tes. On this question of the amount of aid let me take the 
case of India, and we all become irritated at some of the positions 
that India takes in the U. N. Yet history will devote only a few 
sentences to what Mr. Krishna Menon said at the U. N., while it 
devotes several chapters to what happened in India, whether India 
succeeded or not in building the basis for a democratic society. 

India is not trving to match China in every field. But it is trying 
to come close enough so that it becomes clear that there is a valid 
alternative to communism in Asia. 

Most of India’s financial needs will be met from her own resources. 
More will be met by loans from various sources. For instance, they 
hope the World Bank will give them substantial help on their second 
5-vear plan. 

By these loans and by drawing down their balances of foreign 
reserves against their currency the gap between their tax income and 
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their minimum capital requirements for the next 4 years comes down 
to $1 billion. 

Now they owe us $190 million for grain that they purchased from us 
in 1951. This debt soon becomes due and the first payment must be 
made in June. So this June India is going to start paying us back 
dollars on that debt. 

The fact that they have a $190 million debt to us for this grain 
means they can borrow that much less from the World Bank. Con- 
gress could easily ease this pressure by putting that loan on a rupee 
basis. That might give India a chance to borrow $190 million more 
from the World Bank. 

Second, during the war, India—and this was during the British 
occupation—borrowed 180 million ounces of silver from us to support 
their currency. This silver is now worth $110 million. They are 
starting to pay this silver back this year. We have no urgent need for 
$110 million worth of silver, so this payment could be postponed or 
the debt wiped out altogether. 

In this way Congress can easily improve India’s financial position 
by $300 million. That would leave a capital deficit of about $700 
million. If this sum could be loaned to them in four installments, it 
would be put to good use in building a stable democratic society. 

I think that Congress would thereby have taken a most vigorous 
and constructive step toward giving the ideas that we all share, a 
better chance in south Asia. 

It would be $225 million a year for 4 years. There would be no 
question about that sort of expenditure if it were for tanks or jets. 
Give it on a loan basis payable in rupees, and you will be building far 
more security. They don’t want a grant. They don’t want a gift. 
They want a loan. 

In those three moves you could go a long way in demonstrating that 
democracy in Asia can challenge Chinese totalitarianism and do a 
better job. 

Mr. Jupp. As for Mr. Menon, he doesn’t concern me, except to 
uritate me. But it seems strange that Mr. Nehru, if he wants to 
make a good showing against his rival, C ommunist China, should 
spend so much time and effort building up the rival. Because who is 
really master of China will be the strongest power in Asia, no matter 
whether India has a totalitarian or a democratic system, because the 
Chinese are a larger and tougher people. Or maybe it is the climate. 

Mr. Bowes. One of the great blocks in the way of the Soviet 
Union in that part of the world eventually will be China. 

Mr. Jupp. One more comment, Mr. Chairman. If my remark on 
daydreaming was misunderstood, what I said was that to imagine 
that we can carry out successfully this economic de velopment in 
areas that do not have security, which in the present situation, 
because of our inability to get agreement on disarmament can be 
obtained only by arms, is daydreaming. You have to have the shield 
of military security to make it possible for people to turn their full 
energy and resources to economic efforts. 

Mr. Bowes. I agree. But when the Soviet gave arms to Egypt 
they did not create security for Egypt, they brought on an attack on 
Egy pt. 

, Jupp. That is right. We tried to tell the Egyptians that. 
The Egyptians waited in vain 4 months to get arms from us, and then 
they went to the Soviet Union. 
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Mr. Futron. I would like to enter my disagreement on one basic 
phase. When you, Mr. Ambassador, and Dr. Judd were talking about 
building a fence in answer to the Russian’s fence, I believe the world 
has areas that are essential to the Russian security just as there are 
areas of the world which are essential to the United States and the 
free world security. In between, I believe there are areas where 

neither the Russians nor the United States can physically keep each 
other out, and the will of the local people is that we neither be kept 
out but they want us both in for economic development purposes. I 
think in those particular underdeveloped and uncommitted areas 
where we in the United States can work with the local people, even in 
conjunction with Russian economic programs on an overall plan for 
economic progress, maybe the United States had better try it in 
certain specific areas. Maybe the best our policy can do is keep the 
status quo in certain places. 

Mr. Bowuzs. I mean the fence only in terms of military aggression. 
A fence is worthless against ideas. A fence can’t stop economic pene- 
tration. It won’t stop trade. I am talking only about a fence 
against Soviet tanks. 

Mr. Fuutron. There are certain areas where the United States 
admittedly cannot maintain military supremacy alone. We won’t 
have the local people joining us. In those areas, then, I say emphasize 
the economic. 

Mr. CarnaHAN. Do you have a further comment? 

Mr. Bowtzs. No. 

Mr. Carnanan. I hesitate to bring this to a close. 

Mr. Fuuttron. May I congratulate the Ambassador. 

Mr. CarNAHAN. We appreciate your coming. You are always 
helpful and we always learn ae you. 

(Whereupon, at 12:17 p. m., the subcommittee adjourned.) 








APPENDIX 





STATEMENT WitH ENcLosures RELATING TO THE MutTuat Security Program, 
SuPPLIED BY THE INTERNATIONAL COOPERATION ADMINISTRATION 


At the conclusion of the testimony of Assistant Secretary Kalijarvi on April 3, 
1957, Mr. Coffin, and other members of the subcommittee asked the Department 
of State and International Cooperation Administration to supply comments on a 
number of aspects of the mutual security program. These have been reduced 
to the following five questions: 

1. Specific cases which demonstrate that foreign aid has been definitely helpful 
to the countries receiving it and to the long-range objectives of the United States 
to attain peace and a free world. 

2. A description on a layman’s basis of where our foreign aid has been spent 
and for what general purposes; to what extent have countries which have been 
receiving aid begun helping themselves; the relative magnitude of our military 
assistance program on the one hand and defense support and economic assistance 
on the other hand. 

3. The extent to which aid extended on a loan basis has been repaid or is 
being repaid on a regular basis. 

4. What efforts have been made to administer foreign aid more efficiently, for 
example, through accounting and budgetary controls. 

5. A breakdown by countries of the nonmilitary portion of the fiscal year 1958 
foreign aid program showing the amount proposed for technical cooperation, 
loan grants, etc. 

The information to reply to question 5 on next year’s program is not yet 
available. Responses to the other 4 questions follow: 


1. Attachment 1—response to question 1. 
2. Attachment 2—response to question 2. 
3. Attachment 3—response to question 3, 
4, Attachment 4—response to question 4. 


(Attachment 1, Response to Question 1) 
CONTRIBUTION OF AID TO NATIONAL OBJECTIVES 


Foreign aid has contributed to these national objectives of averting nuclear 
war and hemispheric isolation in several ways: 

I. It has helped free countries to maintain a military posture which contributes 
to deterring or preventing Communist expansion by force of arms. 

II. It has helped free countries to (a) meet an imminent internal threat to their 
independence or (b) meet a long-term internal threat to their stability. 

III. It has helped some free countries to avoid dependence on bloe aid which 
would tend to bring them into the international Communist orbit. 

IV. It has made it more feasible for satellite countries to weaken or break their 
ties with Moscow. 

These purposes often overlap, and more than one of them may sometimes 
have been served by United States aid to a single country. It is probably useful, 
however, to discuss these separate elements of United States aid achievements 
separately for analytical purposes. 


I. DETERRING MILITARY ATTACK 


Aggression against Korea in 1950, followed closely by Chinese Communist 
military aid to the Vietminh in Indochina, showed that the Communists would 
use military means to expand their power whenever they thought that they could 
do so successfully. If nuclear war and hemispheric isolation were to be avoided, 
it was in the United States interest to deter such uses of force in the future. To 


83 








84 BUILDING A WORLD OF FREE PEOPLES 


this end, the United States tried to make clear that it would defend specified 
countries or areas if they were attacked. 

We could not have hoped, however, to achieve this object merely by a series 
of United States treaty commitments, supported by a United States nuclear 
capability to devastate the U. 8. 8S. R. If the Communists thought that they 
could take over a country quickly and without extensive fighting, they might well 
act despite the United States commitment. The countries along the Communist 
border feel, in many cases, that we are far away and that help might come late. 
They have demanded substantial forces of their own to continue to maintain 
independence from Russia. 

If United States commitments were to be convincing to either the bloc or 
the free world, therefore, it was necessary to develop, in the countries which 
were exposed to Communist attack, forces which could: (i) prevent the Com- 
munists from taking over without a large-scale and over external aggression; 
(ii) afford the United States sufficient time in which to react effectively to such 
aggression before it achieved its object; (iii) permit this United States reaction to 
take a local and limited form suitable to the nature of the aggression. 

Generally, the countries in question were not in a position to maintain such 
forces out of their own resources without serious deterioration in their economic 

osition. Such deterioration would pose a threat to internal political stability. 
We had, therefore, to help these countries maintain the necessary armed forces. 

This is why we have provided military equipment to the Western European 
countries. This is why we have provided certain less developed countries not 
only such military aid but also economic aid to help meet the costs of their armed 
forces—this defense support being a burden which the richer Western European 
countries could, after the Marshall plan, afford to bear out of their own resources. 

What has this type of aid achieved? In brief, it has helped to deter post- 
Korean Communist expansion or aggression—this despite the growth in Soviet 
nuclear capabilities, which might have been expected to encourage the Com- 
munists to bolder action. And in deterring Communist attack, local forces have 
also give the free world a sense of confidence which has limited the Communists’ 
ability to increase their influence by bluff and bluster. 

This does not. mean, of course, that the Communists have not scored successes 
during this period; they have. Before events in Hungary, they had won friends 
in some areas by a simulated posture of sweet reasonableness. And they un- 
doubtedly increased their influence in the Middle East by selling arms to Egypt 
and by opposing the Israeli and Anglo-French attacks on Egypt. While military 
aid can help to prevent Communist expansion by force of arms, it cannot insure 
that other methods will not be used by the Communists to good advantage. In 
other words, it is a necessary, rather than a sufficient, condition to arresting the 
growth of Communist power. Important individual countries in which it has 
made some contribution to this goal are discussed below. 


A. Europe 

Western Europe.—In early 1949 NATO was established in response to the con- 
tinued Communist threat to the security of Western Europe. This establishment 
made clear that the NATO countries had a determination to defend the NATO 
area. Troops and equipment, however, were in extremely short supply. The 
military capabilities that did exist consisted of national contingents that were 
not prepared to function as an integrated military entity with a common strategic 
concept for defense. After 5 years of strenuous effort the story of NATO military 
effectiveness is: 





| 1949! 1955 1 
NATO ground forces | 12 divisions " . | 90-100 divisions in varying stages of 
| | readiness. 
NATO air forces ....------| 400 aircraft. | Over 6,000 aircraft. 
NATO naval forces - --- ; | A few hundred vessels..........| More than 1,600 combatant-type 
| ships. 





1 Includes Greek and Turkish forces. 


By pooling their capabilities and resources and working in concert toward 
common goals, the nations participating in NATO can achieve far more in terms 
of true military security, and with considerably less cost, than any one of them 
could obtain solely through its own efforts. This NATO shield has been back- 
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stopped by a military aid program to Spain, which has enabled us to construct 
needed military bases in that country as well. 

Of course, no one can prove that the U. 8. 8. R would have acted against 
Kurope if these additional divisions, air groups, and bases had not comesinto 
being. They probably contributed to reducing the danger of Soviet attack, 
however—not because they rendered Europe completely defensible (they did not), 
but because they erected a sufficiently sturdy barrier to make it fairly certain 
that any fighting would be prolonged and extensive, and thus involve the United 
States. And the proliferation of United States bases in the European area further 
increased the deterrent posed by adding the prospect of United States involve- 
ment. This deterrent was as apparent to the Kuropeans as to the Soviets; it gave 
them that sense of security which was necessary if they were to act vigorously 
against internal Communist parties and lay needed long-term economic plans. 

Creece.—Greece faced a serious threat in the winters of 1946 and 1947. An 
externally inspired Communist rebellion was underway and seemed to be gaining. 
The Greek armed forces were poorly organized, ill trained and poorly equipped, 
and as a whole were not capable of coping with the civil war. The United King- 
dom was unable to provide continued assistance. 

A program of economic and military aid to Greece was instituted early in 1947. 
The military assistance portion of this program had as its objective the support 
and maintenance of the Greek armed forces in putting down the Communist-led 
guerrilla rebellion. Originally the program consisted of supervising and financing 
logistical support. Later this program was broadened to include the provision 
of operational advice to the Greeks. This program enabled the buildup of the 
Greek Army in 1947 from 120,000 men to 197,000 men which included a national 
defense corps composed of 100 national guard battalions organized and equipped 
to maintain order in guerrilla-free areas. By the fall of 1949, as a result of United 
States aid, the number of active guerrillas was reduced from a high of 28,000 to 
less than a thousand, and were subsequently eliminated. This has made possible 
the formation of a smaller but better equipped Greek Army. With peace re- 
stored in 1949, subsequent United States aid has been used to rebuild the economy 
and strengthen the armed forces as safeguards against another Communist 
attempt to seize power. Today Greece, with an army of some 105,000 men 
under arms, stands ready to share NATO defense responsibilities. Meanwhile, 
United States economic aid helped to restore the still badly damaged economy to 
pre-war levels. Thus, United States aid helped the Government to survive an 
active Communist rebellion which, if it had prospered, would either have made 
Greece the scene of a full-scale international war or have won Greece for the 
Communist bloc. The closing of the Yugoslav border was, of course, one of the 
decisive factors in ending the rebellion, but the anti-Communist forces probably 
would not have been able to benefit from the closing if United States aid had not 
kept them from losing out to the guerrillas in the meantime. 

Turkey.—Turkey, traditionally an area of Russian agression, was the object 
of renewed Soviet pressure after World War IJ. The Turks came to us and 
asked if we would support them in standing up to this pressure. If our 
response had been less forthright, they might have been tempted to compromise 
with superior power, or the Soviets might have been tempted to risk a local 
aggression. The test of our response was our willingness to help the Turks 
carry out a program to modernize their army which they were anxious to undertake 
and which would render it capable of sufficient resistance to deter attack. 

The immediate results of this program can be seen by comparing the Turkish 
armed forces of 1947 and those of today: In 1947 Turkey’s ground forces were 
equipped with a heterogeneous collection of arms and equipment; its fieet con- 
sisted of 90 vessels, 40 percent of which were ineffective; its air force was prac- 
tically nonexistent. The more basic result of the program can be seen in the 
fact that Turkey is still a free country and is committed as a Western ally and 
a NATO partner. 

B. The Far East 

The Far East is another major area threatened by bloc military expansion 
after 1950. Three countries in this area were the objects of aggression. In all 
three countries, further aggression is now being deterred. This may in no way 
be due to the fact that these countries have been receiving large-scale United 
States military and defense support, but the reverse seems a more plausible 
hypothesis. 

Korea.—In Korea, if it were not for United States aid, there would be no 
army. As it is, there are 21 well-trained and well-equipped active divisions. 
In the absence of an effective ROK Army, it seems unlikely that the limited 
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United States forces stationed in that country since the armistice could have 
prevented a combined Chinese and North Korean Army from spilling over the 
demarcation line into South Korea. The United States commitment to defend 
Korea was, of course, the major factor in deterring this aggression, but that 
commitment would probably not have been effective in either restraining the 
Communists or reassuring the South Koreans unless it had been reflected in a 
United States willingness to support effective local forces. 

Indochina.—When Vietnam was partitioned at Geneva in 1954, the pros- 
pects for the free South seemed about as dim as those of the Confederacy in 1864. 
The Communist North was more populous and had a large and victorious army. 
It gave every indication of viewing southern independence as a strictly temporary 
arrangement. There were many reasons why the temporary arrangement en- 
dured, but not least of these was the fact that the North did not move to end it 
as the French troops withdrew. The primary deterrent to such a move was prob- 
ably the belief that the United States would react with force. But again the local 
military situation was a majorelement. Ifa Vietnamese Army had not come into 
being which could maintain internal security and translate any external incursion 
into a large-scale war, the Communists inside and outside Vietnam would probably 
have joined forces in a quick and violent attempt to unify Indochina, which, if 
successful would have threatened the remainder of southeast Asia. The Viet- 
namese Army is the creature of local courage and of United States foreign aid 
programs which have, directiy or indirectly, provided almost all its equipment 
and most of its local costs. 

All of this does not add up to maintaining that United States programs of 
assistance to foreign military efforts have been without flaw—in either formula- 
tion or execution. We have probably agreed to some force goals that are too 
high, for example. Without these aid programs, however, the United States 
might now be worrying not about whether these local armies could in some cases 
be reduced but about how to construct a viable garrison state out of Canada 
and Latin America, or how to keep the United States in business after a nuclear 
attack had eliminated a goodly part of its people. 


Il. AVERTING AN INTERNAL COMMUNIST THREAT 


A. Imminent threat 

Western Europe.—Foreign aid has, on occasion, scored as dramatic successes 
in meeting or averting an imminent internal threat as in deterring armed aggres- 
sion. The most convincing demonstration along these lines occurred when aid 
was used on the largest scale to meet an imminent threat in Western Europe 
shortly after World War IT. 

West Europe’s economic future in the winter of 1947 seemed bleak. The war 
and the accompanying destruction and disruption had twisted the economies of 
the European countries out of shape and balance. Agricultural production was 
only about 80 percent of prewar. Industrial production had similarly dropped, 
and it was being maintained only at the cost of depletion of financial reserves. 
Europe’s balance-of-payments deficit on goods and services in 1947 totaled $7.6 
billion of which $5.7 billion was with the United States alone. Inflation—overt 
or repressed—characterized the internal financial situation of most Huropean 
countries. These factors induced a climate of hopelessness and helplessness that 
laid the countries of Western Europe open to Communist influence and infiltration. 

In its ability to exploit this exhaustion of physical plant and spiritual vigor, 
communism arose as the great political menace of the postwar period. Where 
grievances were traditionally strong, and political situations unstable, as in France 
and Italy, the Communists were able to make ominous gains. Polling 5 million 
votes in the first postwar general French election, they emerged as the largest 
single party. (Guerrilla warfare in Greece, fissures in the occupied countries 
between the U.S. 8. R. and its former allies, and finally the first of a succession of 
Communist coups in Eastern Europe all served to demonstrate that the struggle 
to determine the fate of Europe had begun in deadly earnest. 

To meet this political and economic crisis, i. e., to prevent the loss of all or vital 
portions of Europe to communism, it was decided to make substantial grants to 
bolster up the crippled economies of Europe. By the middle of 1956, the United 
States had given since 1948 nearly $15 billion of economic aid to Europe under 
the mutual security programs. The bulk of this aid, of course, was transferred 
under the 4-year Marshall plan or European Recovery Program, 1948-52. 

With this aid and their own efforts the European countries were able not only 
to survive and restore the depressed levels of production prevailing in the thirties 
but also to at least lay the basis by 1949 for the surge in industrial production 
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which followed. This is reflected in the European-wide indices of production, 
which by 1952 had increased over prewar by 32 percent for total industrial produc- 
tion, by 44 percent for basic metals, and 60 percent for chemicals. With coal 
production lagging, production of petroleum products shot up by 5% times 
prewar levels and total energy consumption continued its pattern of doubling 
every decade. Agricultural production soon recovered and by 1950-51 was 10 
percent above prewar levels. The depletion of gold and dollar exchange assets 
was stopped and reserves began to accumulate. After 1950, economic aid to 
Europe began to yield results in terms of increased European contributions to the 
defense effort of the NATO area. Recovery was at hand. 

Massive United States economic aid did not guarantee that the European 
economy would be rebuilt. Perhaps this was expended at times with too lavish 
a hand, but without the aid, recovery would surely have been impossible in any- 
thing like the few years in which it was accomplished. 

United States aid did not, of course, bring the millennium into being. Various 
European countries continue to face serious social, political, and economic prob- 
lems. Our views continue to diverge from those of the European countries on 
many issues, and they sometimes take actions which we consider harmful to our 
interests. The basic objective, however, which the European recovery program 
sought to support was the recovery of the European economy. One of the 
important reasons for this objective was to help contain the spread of communism. 
These purposes have been achieved. Communism is no longer the menace it was, 
and the economy of Europe has been restored. Unquestionably United States 
aid programs played an important role in the achievement of these results. 

Internal crises which might otherwise have brought or returned Communists 
to power, have been surmounted through United States aid in Guatemala, Bolivia, 
and Iran. 

Guatemala.—When a pro-Communist regime was overthrown in Guatemala 
in 1954, Communist influence was still strong. If the new Government could 
not have dealt successfully with its most pressing problems, that influence might 
have grown and put an early end to the Government’s existence. The United 
States stepped in with timely and substantial aid, which enabled that Government 
to show that the people and country could prosper more under a democratic form 
of government than under a Communist form. 

In order to achieve major impact, program emphasis was placed on direct 
assistance to speed up the highway program that had been started by the Com- 
munists but had bogged down because of poor administration and large-scale 
graft. The United States has assisted on two major highways on the Atlantic. 
Seventy-five kilometers of 114 kilometers of road designed and ready for con- 
struction on the Pacific highway have been completed and the remaining unfinished 
length of 140 kilometers has been designed. About 60 percent of construction 
on the 290-kilometer Atlantic highway has been accomplished. This highway 
program has served greatly to reduce unemployment and will promote economic 
development by giving undeveloped areas of Guatemala access to markets. 

A popular Communist program, the so-called land reform movement enjoyed 
popular support in many quarters by distributing, though not giving title to, 
expropriated land for farming. The new Government’s program included some- 
thing better: ICA contracted for advisers to assist the Guatemalan Government 
in planning a program of rural development which includes area planning, settle- 
ment of rural families on Government lands, supervised credit, and an agricultural 
extension service to help settlers develop and use their new farms. 

There are still many difficult problems in Guatemala, but in part because of 
United States aid, progress is being made and Guatemala’s economy has been 
greatly strengthened during the past 2 years. Today we have a friendly anti- 
Communist Government with which to deal and the danger of pro-Communists 
returning to power in that country is small. 

Bolivia—There was a basic social, political, and economic Bolivian upheaval 
in 1952, which may be compared in some ways to that which took place in Mexico 
in 1911. A new revolutionary coalition came to power in a country which had 
been badly disorganized by that upheaval. The coalition consisted of both mod- 
erate and extremist forces, the former being initially in the ascendant. 

The problem of the moderate forces was intensified by a general climate of 
hospitality to Marxist economic theories in educational and labor circles. Com- 
munists and fellow travelers were in evidence both in and out of government. 
Widespread poverty, the political inexperience of the population, the existence 
of a large poorly paid working class, a civilian militia not wholly under Government 
control, and the low morale of the small national army and air force were factors 
which favored extremists. 
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If the moderate forces had not been able to prevent economic deterioration, 
they would probably have lasted about as long as the Kerensky regime in Russia 
in 1917. United States aid helped to keep cities fed—and thus helped the mod- 
erates to stay at the head of the Government and keep the coalition together. 

Other specific accomplishments of United States aid programs are: the training 
of more than 150 public servants in a school for administration at La Paz; the fact 
that Bolivia has gone full circle from expropriation of Standard Oil interests to 
the development, with ICA help, of a modern petroleum code under which Gulf 
Oil Co. is making substantial investments; a similar joint effort with respect to 
Bolivia’s mining code, and the stabilization plan which we have just helped 
Bolivia launch which promises to bring some order into Bolivia’s financial chaos. 

The outcome of the struggle is yet to emerge. However, there are some signs 
of solid achievement. In 1956, the Communists were able to win less than 2 
percent of the total popular vote, and failed to gain a single seat in the first Bolivian 
general election in which universal suffrage was permitted. 

In Iran, United States aid played a dual role in meeting an integral immi- 
nent threat arising out of increasing Communist influence under the Mossadegh 
regime. 

When the United States military assistance program for Iran was initiated, 
the Iranian armed forces were poorly organized, ill trained and ill equipped. 
Although United States aid did not increase the external combat effectiveness of 
the forces during the first few years because of the Mossadegh regime’s indifference 
toward the development of the army, it supplied the military equipment that 
enabled the armed forces loyal to the Shah to overthrow Mossadegh. 

After that overthrow, Iran faced a situation somewhat similar to that of Guate- 
mala after Arbenz. Again, prompt and substantial United States aid, including 
economic.aid which was devoted to budgetary support of Government functions, 
played a vital role in preventing collapse of the new Government, whose hold was 
—— over a country whose economy had been brought to a standstill by 

ossadegh’s policies. Now the oil is flowing again, and the Government has 
greatly improved its security position by firm measures against pro-Communist 
elements. Jnited States aid did not bring this situation about by itself, but it 
was probably an indispensable component in the chain of events. 

Economic aid programs have helped the government to support the costs of 
ordinary Government operations, including the costs of these forces, without 
sacrificing important developmental objectives. 

This improvement in the stature of the forces is indirectly responsible for a 
new-found strength in Iran as a nation. Without such support, Iran would not 
have mustered the strength to withstand the ever-increasing pressure applied 
by the Soviet Union, nor the courage to counter boldly the threats made by the 
Communists when Iran adhered to the Baghdad Pact. Such an open alinement 
with the West is a radical departure from Iran’s traditional neutrality. 


B. Long-term threat 

The role of foreign aid in meeting imminent internal crises—as in Europe, 
Guatemala, Iran, and Bolivia—has been fairly clear. That role has been some- 
what less dramatic where a long-term threat is involved. But it may not be 
any the less significant on that account. For if we only allowed ourselves to 
become preoccupied with internal dangers when they are ‘clear and present,” 
as in Iran and Guatemala, we are likely to find that they are extremely expensive 

nd dangerous to deal with—if indeed they have not passed the point of no 
return. In trying to prevent internal dangers from reaching this stage, we have 
found that foreign aid is one of the useful tools available to us. 

This is best shown by our experience in south and southeast Asia, where the 
long-term threat of internal deterioration has been most clearly present. An 
increasing belief in the possibility of progress has led the forces which have 
gained power in this area to aspire to economic development and to arouse the 
rest of the population to an increasing preoccupation with this goal. And while 
the desire for progress has thus been growing, the conditions for its fulfillment 
have been lacking. 

Frustration of this desire could weaken moderate forces and strengthen ex- 
tremists of either the right or the left. The former seem unwilling to make 
essential reforms, while the latter are apt to look to communism or something like 
it for their salvation. 

The danger is the development of a general tendency toward internal weakness 
and disorder, which would invite external intervention and thus create a danger of 
war. This danger had been—and continued to be—heightened by the fact that 
much of Asia is under the shadow of Communist China’s growing power. That 
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country’s economic progress tends to enhance the attractive power of Communist 
parties in nearby countries; and its military predominance might tempt it to inter- 
vene on their behalf. 

Foreign aid is only a part of the answer to this problem, but it may be an 
important part. Consider the experience of four countries in the area which have 
seemed to face a long-term internal threat, and to which we have furnished 
substantial development aid: the Philippines, Thailand, India, and Pakistan. 

Philippines —After World War II, the Philippines’ economy had been set 
back badly by the war; there was an internal Communist insurrection (the Huks) 
which capitalized on agrarian distress. United States aid met this threat in two 
ways: (i) military aid helped the Philippine Army to get the best of the Huk 
armed forces; (ii) economic aid helped to bring about a significant economic 
improvement, which made it more difficult for these forces to renew their popular 
support. From a force of more than 12,000 fighting men, the Huk movement 
was reduced to scattered groups only capable of conducting nuisance raids and 
ambushes. The combat effectiveness of the armed forces was also vastly in- 
creased. 

Economic aid has totaled $171 million since the mutual security program started 
in 1951,—excluding war damage payments. The effect of such resources can be 
seen in the fact that Philippine gross national product rose 55 percent from $2.94 
billion in 1949 to $4.56 billion in 1956 (1955 prices). The Philippine Government 
is now in a strong political position, and economie growth seems to be going for- 
ward with fair prospects of success. This could not have occurred without a 
strong and progressive leadership in the Philippines, but that leadership might not 
have been able to do its job without substantial United States aid. 

Thailand.—In Thailand also, after World War IJ, a friendly government 
followed anti-Communist policies and cooperated with the United States in 
world councils and in collective defense measures in Asia. But soon there loomed 
over Thailand, with its large Chinese minoritv, the threat posed by Communist 
China, and the sweep of Chinese Communist-supported Vietminh aggression 
across Laos to Thailand’s very border. In the face of these threats Thailand 
needed a sense of security to help bolster its self-confidence. Our aid program 
helped do this in several ways. In the first place, substantial United States 
military and economic aid provided firm evidence of the United States commit- 
ment to support a free Thai Government. Secondly, that aid strengthened the 
Thai armed forces and the Thai Government’s ability to maintain internal se- 
curity. Thirdly, that sid promoted economic development and so helped meet 
inecressing popular demand for social and economic progress. Finallv, United 
States aid served to strengthen the position of Thai leaders friendly to the United 
States, thus assisting them to continue Thailand’s close alinement with the United 
States. 

India and Pakistan.—After World War II, the Indian Empire dissolved into 
two new states, which faced somewhat the same problem—how to make a go of 
their independence. 

This problem was most acute in Pakistan—a fragmented state lacking many 
of the rudimentary elements of national cohesiveness. Our aid to this country 
was one of the key factors in enabling it to meet this problem with at least some 
success: Special wheat aid averted a serious famine in 1953. Economic and 
technical aid (which has totaled $235 million) has supported power, transporta- 
tion, and agricultural development and has provided supplies of essential raw 
materials and consumer goods in the past 5 years; economic aid has also served 
to alleviate potential inflation arising out of increased military expenditures. 
(Military aid has sustained armed forces which are an important element in 
internal stability.) 

More than that, our aid has given key groups in this new state confidence in 
the United States and in their own future, which has contributed to their rela- 
tively vigorous pro-American and anti-Communist orientation. While we can- 
not “buy” friendship with aid, we can give the people who would like to be our 
friends and avoid connections with the Communists the sense of security which 
is prerequisite for doing so. 

In India, our aid has helped the Government to deal with what it rightly con- 
sidered its most pressing internal problem—that of economic development. Aid 
of somewhere around $50 million annually contributed modestly to the success 
of the first 5-year plan. The achievements of this plan, on the whole, have 
exceeded expectations. National output is estimated to have increased 17 per- 
cent. A substantial part of this increase has been devoted to investment. In 
addition, there has been a rise in real consumption of about 7 percent on a per 
sapita basis. The targets for increased agricultural production were substantially 
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exceeded. For example, production of food grains rose from 52.5 million tons in 
1950-51 to 63.3 million tons in 1955-56. Even more spectacular gains were 
recorded in industrial production which rose nearly 40 percent over the 5-year 

eriod. Also important was the $190 million wheat aid which we provided India 
ke 12, 1951; failing that aid, the Indians would have had to undertake such a 
large-scale diversion of resources to avert famine as would have gravely threatened 
the plan’s fulfillment. 

The Indians are now beginning the second 5-year plan; its goals are more 
ambitious, since the first plan’s completion still left them with a large and grow- 
ing unemployment problem. A $360 million Public Law 480 agreement for the 
sale of surplus agricultural commodities has given the Indians some assurance 
against food shortages and promises substantial aid in industrial development. 

No one ean judge with precision, of course, the relationships which have existed, 
and which continue to exist, either between United States aid and economic 
growth in South and Southeast Asia or between such growth and political condi- 
tions in the area. The evidence suggests, however, that aid has contributed to 
growth in the four countries indicated, by supplying a substantial part of the 
foreign exchange as well as the local currencies and technical knowledge required 
for capital investment. The evidence also suggests that this aid generally has 
tended to strengthen existing governments. United States aid may not be the 
major reason why this area is still stable and non-Communist, but it has made 
an important contribution to this end. 


Ill. PREVENTING UNDUE DEPENDENCE ON THE BLOC 


A government can come under Communist influence not only through externa 
attack and internal subversion but also through a growing dependence on ble¢ 
aid. Witness the growth in Soviet influence in Egypt when that country came 
to depend on the bloc for arms. This type of threat varies in intensity among 
the countries which have been exposed to it. In some, such as Egypt, the de- 
structive effects upon United States objectives have been immediate and grave, 
although the dependence may not be permanent. In others, such as Burma, 
Indonesia, and Cambodia, the threat may be less immediate, although no less real. 

Afghanistan, Cambodia.—Notwithstanding the relative novelty of the prob- 
lem, it is possible to illustrate tentatively the relevant effects of our assistancs 
programs. United States aid to Afghanistan, which is particularly vulnerable to 
Soviet penetration because of its geographic location and troubled relations with 
the free world, has helped to prevent an exclusive dependence on current bloc 
assistance which could have been so strong as to bring it into the Soviet orbit, 
politically as well as economically. 

In both Afghanistan and Cambodia, where Chinese Communist offers are being 
made, United States aid seeks to keep Communist influence from insinuating 
itself into an area where it would be particularly destructive, i. e., education. In 
both countries, there is hope that United States aid to meet urgent educationa! 
requirements will be successful in keeping the teaching system free from Com 
munist dogma. 

IV. RETRACTING COMMUNIST POWER 


All the uses of aid discussed so far have related to keeping the free world 
free and preventing it from getting any smaller. There is another use to which 
foreign aid has been put and may increasingly be put in the future: that of making 
the bloc smaller and of diminishing its centralized totalitarian character. 

Yugoslavia.—When Tito broke away from the bloc in 1948, his chances of 
making his decision stick seemed uncertain, to say the least, in view of his military 
and economic weakness. Up to then he had depended entirely on the U.S. 5. R. 
for military aid; if the United States had not stepped into the breach the Yugoslay 
Army, which was one of the major elements in his internal power position as well 
as a deterrent to external attack, would have deteriorated rapidly. And if 
United States economic aid had not helped to cushion the serious problems 
involved in reorienting the major part of Yugoslav trade away from the bloc, 
growing internal hardships and dislocations might have been exploited by Stalinist 
elements in such a way as to threaten the Tito regime. 

United States economic aid has totaled $431 million. This is not an insig- 
nificant amount for a country whose gross national product is a little over $6 
billion. 

Between 1950 and 1956 Yugoslav imports and exports doubled and gross 
national product increased 24 times, private consumption increased 20 percent 
in the past 2 years, gold and short-term dollar reserves increased from $15 milliot 
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in 1949 to $28 million in 1956, industrial production increased 50 percent between 
1950 and 1956, while mining rose by almost 50 percent. 

No one can say that Yugoslavia would today surely be a satellite if it had not 
been for United States aid, but that aid was clearly one of the factors which helped 
to preserve its independence. In so doing, it not only made the bloc smaller by 
one country but it preserved an example which contributed to the continuing 
pressure for greater freedom in the other satellites. 

When it became clear to the Soviet rulers that U. 8. 8. R. was unable to reassert 
its control over Yugoslavia and that the existence of a sharp Soviet-Yugoslavia 
conflict was incompatible with other Soviet foreign policy objectives, after 1953 
they undertook to come to terms with an independent Yugoslavia. This forced 
Moscow into a series of political, economic, and ideological actions and concessions 
which have contributed in an important measure (along with the related policy 
of downgrading Stalin and other moves) to disrupting the cohesion of the Soviet 
bloc. While there are times when we question Tito’s position and motives, there 
is little doubt that this ability to defy the U. 5. S. R. on many occasions has set 
an example which the whole world is watching. 

As a result, Yugoslav influence has again penetrated Soviet bloe states in vary- 
ing degrees, and this influence has been exercised to promote ideas of national 
communism and national independence; Yugoslavia appears to be playing an 
important role in both Polish and Hungarian developments. In addition, as a 
result of its relatively satisfactory experiences in recent years with United States 
assistance programs and with western economic relations, Yugoslavia seems to be 
sautiously recommending similar relations with the West to Poland and to poten- 
tial national Communist leaders in other Soviet orbit lands. Indeed, the mere 
extension of United States economic aid to Yugoslavia, even during the period from 
1954 to 1956 of the “‘normalization” of Yugoslav relations with the Soviet bloc, 
served as a stimulating expression of the probable United States attitude to other 
Communist countries which might escape Soviet domination. 

In addition, there has been some evidence of loosening of Yugoslav controls 
during the period in which the United States has been providing assistance. 
Although Communist oppression continues to exist, collectivism has been largely 
abandoned, the forced delivery of agricultural products has also been ended, de- 
centralization of economic (primarily industrial) activity has become a basie policy 
of the Yugoslav Government, centralized bureaucratic controls have been sub- 
stantially reduced, and price controls have been largely terminated. 

One final factor is the effect which the continued independence of Yugoslavia 
from Moscow had upon the strategic position of Greece. Perhaps more than any 
other single event, the Yugoslav closing of the border against Greek Commupist 
guerrillas made possible the victory of democratic forees in the Greek civil war. 

West Berlin is another area where United States aid helped to keep the pre- 
cepts of freedom before a people under Soviet tyranny. West Berlin’s isolated 
position in East Germany renders it both an economic liability and a political 


asset. To exploit the asset we have had to meet the costs of the liability. .With- 
out United States aid, large, growing, and unalleviated unemployment might 
have made West Berlin politically unstable and economically unattractive. As 


it is, United States aid has helped keep economie conditions in the city almost 
as good as those in West Germany. Since the immediate postwar period, thanks 
in some measures to United States aid, gross national product nearly doubled, 
industrial output tripled, unemployment reduced by more than one-half, and 
prices held relatively stable. West Berlin has thus been a showcase of freedom 
which has reminded iast Germans of their national heritage. This is one of the 
reasons why refugees from communism continue to seek asylum in West Berlin at 
a rate of 15,000 per month, and why we hope that the Soviets will some day 
recognize that their continuing retention of this area involves greater costs than 
benefits. 


(Attachment 2, Response to Question 2) 
WHERE Our ForeIGN Arp GOES 


Our foreign aid funds go to support the efforts of the free world and the United 
States in the continuing world struggle against the Communist threat. These 
funds help to prevent the outward march of Communist armies. They promote 
the collective security of the free world and thereby the national security of the 
United States. Foreign-aid funds are chiefly devoted to direct support of the 
military efforts of the free world and these expenditures do not differ in purpose 
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or objectives from our own military budget. In supporting the military effort 
of our allies we are providing them directly with military hardware, military 
supplies and training and indireetly, but just as importantly, we are helping to 
support the defense efforts of those countries who are maintaining armed forces in 
the field far beyond their own capacities. As our goal for the less developed 
countries is that they remain independent and stable, we are providing them 
with aid in the form of technical cooperation and development assistance. This 
aid is designed to help the underdeveloped countries in their efforts to escape from 
hopeless poverty and stagnation. Where there is hopeless poverty and stagna- 
tion there can be no permanent resistance to the lures and wiles of communism. 
Less than one-fifth of our foreign aid program is devoted to economic aid to achieve 
economic progress and political stability in the underdeveloped countries of the 
world. 

The military sector of our foreign aid program has become of increasing impor- 
tance. Military hardware, supplies, and training account for over half of the 
current level of spending for foreign aid. In addition, another one-fourth or more 
is used for defense support in those countries which have military budgets beyond 
their capacity to maintain. This leaves less than one-fifth of our total foreign 
aid to help the less advanced countries in the form of technical cooperation, 
development assistance, and economic aid. For fiscal year 1957 the Congress 
appropriated $3,767 million for the mutual security program. Of this $2,018 
million was for military assistance and $1,162 million for defense support. Thus 
84 percent of the 1957 funds are directly related to our efforts to strengthen the 
military posture of our allies. 

In fiseal year 1956, six countries alone—Korea, Vietnam, Taiwan, Pakistan, 
Iran, and Turkey—absorbed 60 percent of the total nonmilitary program. These 
countries are all under immediate and direct threat from the Soviet bloc. All of 
these countries are maintaining armed forces far beyond their own capabilities 
and our defense support aid provides the backstop for the military hardware that 
we are sending them. We are supplying these same six countries with large 
quantities of military hardware for their armed forces. Joined together our 
military assistance and defense support aid enable these countries to maintain 
armies far beyond their own abilities and at a fraction of the costs required to 
maintain American forces abroad. 





COUNTRY SELF-HELP 


The countries to which mutual security assistance is provided are spending 
sums for their armed forces or for economic development far larger than the aid 
we furnish. Our aid, while vital as “seed corn’”’ and a breaker of bottlenecks, 
particularly those involving foreign exchange shortages, still is only marginal, 
and the main effort must be supplied by the country itself. A few examples will 
make this clear. 


Europe 

Our economic aid to Europe, large at first when Europe was still war-shattered, 
has now tapered off to nothing as these countries undertook to expand industrial 
production and trade. The more successful their drives to increase exports be- 
came, the more we could and did reduce our assistance. Even at the peak of 
Marshall plan aid to Europe, our assistance amounted to only about 3 percent of 
the total goods and services produced by Europe itself. 

A similar situation prevails in respect to military assistance. European expendi- 
tures on their defense forces have doubled—from $6.5 billion in 1950 to over $13 
billion in 1956. These figures compare with peak MDAP shipments of military 
goods to Europe of $2.8 billion in 1953, and to the current level of about $1.4 
billion a year. It is clear that the European countries themselves have financed 
the great bulk of their rearmament and defense efforts, and United States share 
is decreasing. 

Non-European countries 

The economic development programs of aided free-world countries illustrate 
their intense drive to achieve economic progress largely through their own efforts. 
In relation to most of these plans, United States aid is but a small part of the total 
annual outlay. For some countries such as India and Pakistan, development 
programs have been in operation for several years. In the case of others, such as 
Indonesia, programs are still in the planning stage. Specific illustrations of the 
efforts of underdeveloped free countries to improve themselves are as follows: 

India.—Actual outlay on the first India 5-year plan was $6.5 billion, of which 
$2.3 billion was private investment. United States aid at the fiscal year 1956 
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level of $60 million would represent about one-half of 1 percent of the annual 
outlay of $1.3 billion under the plan. 

Indonesia.—The 5-year plan submitted to Parliament in 1956 showed total 
projected expenditure of $2.6 billion or about $500 million each year, about 
one-third of which would be from the private sector. By comparison, United 
States aid at the fiscal year 1956 level is $10 million or about 2 percent of annual 
plan outlay. 

Iraq.—The development plan calls for total annual outlay of somewhat more 
than $200 million of which about one-half is Government financed (from oil 
revenues). United States economic aid obligated for Iraq in fiscal year 1956 was 
$2.1 million, or about 1 percent of the total plan expenditure. 

Pakisian.—The 5-year development plan provides for expenditure by March 
1960 of $2.3 billion of which $1.6 billion will be from domestic sources. Total 
outlay will thus be about $460 million each year. United States aid, which is 
nearly all defense support, is about $100 million per year at the fiscal year 1956 
level. This would be approximately one-fourth as large as the total annual 
development outlay of Pakistan. 


Latin America 


In the field of Technical Cooperation, host countries have been contributing 
an increasing share to the programs in which they join with the United States. 
Thus in Latin America the total host country contributions in the fiscal year 
ending June 30, 1957, will be 74 percent greater than in the fiscal year 1955, while 
the United States contribution will be only 10 percent greater. In fiscal year 
1957, the dollar equivalent of host-country contributions will total $46.3 million 
compared with ICA aid of $30.4 million. 


(Attachment 3, Response to Question 3) 
INTERNATIONAL COOPERATION ADMINISTRATION 
Rerorr ON Country Loans, Aas OF DECEMBER 31, 1956 
Issued: February 26, 1957 
Prepared by Accounts Division, Office of the Controller, ICA/W 
FOREWORD 


Loan agreements entered into by ICA and predecessor agencies with other 
countries are generally in the nature of credits rather than monetary advances. 
The procurement authorizations or project agreements constitute agency obliga- 
tions and not the loan agreement per se. In a minimum number of instances the 
commitment took the form of an exchange of letters. Disbursements in liquida- 
tion of program obligations allocated to the loan program are treated for account- 
ing purposes as advances under the loan agreement, in accordance with arrange- 
ments agreed to by the recipient borrower. An exception to this concept is the 
loan of $100 million to the European Coal and Steel Community, wherein the 
loan agreement constituted an obligation of funds. The projects to be funded by 
loan advances are detailed to some degree in the loan agreement. 

Certain of the loans are based on discretionary legislative authority. An ex- 
ample is the group of country loans financed from public debt authority authorized 
by the ECA Act, Public Law 472, authorized in addition to the regular appropria- 
tions, which latter were available for aid on terms of grant. Other loan programs 
were mandatory, in that enabling legislation directed that a percentage of the 
total annual appropriation or a minimum fixed amount thereof be extended as aid 
on terms of repayment. 

Section 111 of the ECA Act provides that the Export-Import Bank of Washing- 
ton shall act as the fiscal agent of that agency in connection with loan agreements 
executed under authority of such act. The Appropriation Act of 1951 making 
additional public debt authority for assistance to Spain in the amount of $62.5 
million, provides also that the Export-Import Bank shall act as the fiscal agent, 
citing section 111 of Public Law 472 for precedent of fiscal agency implementation. 
The loans receivable are not available to ICA but the collections of interest and 
principal on country loans which were funded from public debt authority must be 
be applied by the Export-Import Bink to the reduction of accrued interest and 
principa! on the notes of the former ECA Administrator issued to the Treasury 
Department. The collections of interest and installments of principal on country 
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loans whieh are funded from annual appropriations are deposited by Export- 
Import Bank to the credit of miscellaneous receipts of the Treasury. 

Following is a brief summary of the provisions of the various classes of country 
loans with particular reference to the related legislative authorities: 


Public Law 472, Economic Cooperation Act of 1948, as amended 

Country loans totaling $1,139,758,164.65 were disbursed, and were funded to 
the extent of $1,121,989,664.72 from public debt authority and the balance of 
$17,768,499.93 from ECA appropriations. The full amount of the borrowing 
authority of $1,122,300,000 was not utilized due to liquidation of underlying 
project authorization and technical assistance authorization obligations in lesser 
amounts than originally obligated. The grace periods for interest and principal 
have expired on all of these loans and payments are due on June 30 and December 
31 of each year direct to the Export-Import Bank. Interest and principal repay- 
ments are due in United States dollars. 


Public Law 329, Mutual Defense Assistance Act of 1949 

These loans were funded from appropriated funds to implement wheat ship- 
ments to Afghanistan and Pakistan during the period that these country programs 
were operated by the former TCA in the Department of State. Interest and 
principal are to be paid in United States dollars. 
Public Law 759, Appropriation Act of 1951 

There are 36 subauthorizations to private Spanish enterprises, with repayment 
unconditionally guaranteed by the Government of Spain. Interest accrues on 
each subauthorization from the dates of each advance. Funds for advances 
under these loans are derived from public-debt authority. This special loan 
program was authorized by Public Law 759 prior to the time Spain became a 
cooperating country under the foreign assistance program. Repayments under 
the loan are due in United States dollars. 
Public Law 48. India Emergency Food Aid Act of 1951 

This act authorized the furnishing of $190 million wheat assistance to India 
on terms of repayment, and provided that the unobligated balance of the appro- 
priation for European economic assistance, as of June 30, 1951, be used for the 
purpose, and that to the extent of the shortfall in unobligated appropriation, the 
balance could be funded from public debt authority. Final disbursements 
amounted to $189,656,420.78, funded to the extent of $162,402,104.78 from 
appropriations and $27,254,316 from public debt authority. Repayments under 
the loan agreement are to be made in United States dollars.! 


Public Law 118, Mutual Security Act of 1953 

Funds from three fiscal year 1954 appropriations which implemented subject 
enabling legislation were utilized to finance the loan to the European Coal and 
Steel Community. In this instance the loan agreement constituted an agency 
obligation. Advances were made on the basis of firm construction and expansion 
projects submitted by the ECSC to the former FOA. A commitment fee of 
one-half of 1 percent per month was collected on the undisbursed balance of the 
FOA loan commitment until the loan was fully drawn down; interest accrued on 
each advance from the date of disbursement. Principal is to be repaid in 22 
annual installments, commencing May 1, 1958, and ending May 1, 1979, at 
graduated percentages of principal, ranging from 2.9 to 6.6 percent per installment. 
Interest accrues at 3% percent on unpaid balances outstanding, and is due on 
May 1 each year in accordance with the notes issued. In order to encourage 
further financing by private entities, the collateral deposited by the operating 
enterprises with the high authority of the ECSC proportionately secures the 
United States and such supplemental financing institutions. Repayments are to 
be made in dollars. 


Public Law 665, Mutual Security Act of 1954 

Section 505 (b) of this act provides that a minimum of $200 million of foreign 
aid assistance shall be on terms of repayment. The actual amount of loans 
authorized under this act is $209.5 million of which the former Foreign Operations 
Administration entered into agreements totaling $194.5 million, and Defense 
Department furnished assistance under title I of this act under a loan agreement 
in the amount of $15.0 million. . The latter loan is not included. in the loan sched- 
ules reported hereinafter., Most of the country loans under this act carry a 3-year 





1 See comments pertaining tofloans under authority of Public Law 165, Mutual Security Act of 1951, 
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ae period for the accrual of interest with an additional 6-month period for the 
rst payment of interest; and a further grace period of 6 months for the first 
payment of principal. Repayments may be made at the option of the country- 
borrower in United States dollars, with interest computed at 3 percent per annum; 
or in the currency of the country-borrower, wit) interest at 4 percent per annum. 
Several of the loans, however, require repaymenis solely in United States dollars. 
Grace periods run from the date of the execution of each loan agreement. _ Indi- 
vidual loans were funded totally from dollar appropriations or section 402 local 
currency sales proceeds, or a combination of both sources. 


Public Law 138, Mutual Security Act of 1954, as amended 

This act does not specify a minimum target for assistance on terms of repayment, 
but provides that ICA will furnish assistance on loan terms to the maximum 
extent possible. The grace periods for the running of interest and initial repayment 
of principal are similar to those under Public Law 665; namely, 3 and 4 years, 
respectively. However, the basic date for the running of the respective grace 
periods is the end of the month in which the first disbursement was made under 
the loan, rather than the date of the individual loan agreements. With the excep- 
tion of several loans, the agreements permit country borrowers to make payments 
in United States dollars or in local currency, with related interest rates as described 
for Public Law 665 loans, above. Although country borrowers may exercise their 
option on each amortization installment due date, the payment of both interest 
and principal must be made in the same currency. Individual loans were funded 
either from dollar appropriations, section 402 local currencies, or a combination 
of both sources. 


Public Law 726, Mutual Security Act of 1954, as amended 


Loans under this heading are MSP loans funded from fiscal year 1957 appropria- 
tions. The grace periods, optional currency provisions and due date formulas 
are similar to the terms in the fiscal year 1956 MSP loan agreements. However, 
subject act not only requires that maximum assistance be extended on terms of 
repayment but imposes further specific limitations on the uses of fiscal year 1957 
appropriated funds. These are (1) all development assistance (title II) disburse- 
ments shall be made on terms of repayment, except for expenditures for the section 
402 surplus agricultural commodity disposal program; and (2) 75 percent of the 
grants to countries in the Latin American area from defense support appropria- 
tions, shall be on terms of repayment (loans). Individual loans were funded 
from dollar appropriations, section 402 local currencies, or combination of both 
sources. 


Public Law 480, Agricultural Trade Development and Assistance Act of 1954, as 
amended 


These loans are authorized by section 104 (g) of title I of Public Law 480 and 
amendments thereto. The loans are funded from local currency sales proceeds 
generated by dollar expenditures of Agriculture/CCC. General provisions 
relating to grace periods, optional currency payments, exchange guaranty features 
pertaining to repayments in foreign currency, and interest rates, are similar to 
yrovisions incorporated in MSP loans for Public Law 665, Public Law 138 and 

ublic Law 726 programs. Only one exception was made by the National 
Advisory Council on Monetary Affairs (NAC) permitting repayment of a Public 
Law 480 loan without an exchange guaranty. There were several instances 
where the loan agreements stipulate repayment in United States dollars. This 
loan program was initiated in fiscal year 1955, and expanded again in fiscal year 
1956 and fiscal year 1957. The loan schedules reported hereinafter include only 
signed loan agreements and exclude section 104 (g) authorized uses in signed 
sales agreements which have not yet been implemented by executed loan 
agreements. 


Public Law 165, Mutual Security Act of 1951, as amended 


This act provided for a minimum of 10 percent of the assistance thereunder to 
be provided on terms of credit. Most of the loan agreements signed under this 
authority contain uniform terms of interest and principal amortization. Interest 
accrued from June 30, 1956, with the first payment due on December 31, 1956, 
and semiannually thereafter. Principal is repayable in United States dollars, in 
graduated amounts, commencing June 30, 1960, and semiannually thereafter 
until final payment on June 30, 1987. 
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BUILDING A WORLD OF FREE 


Country 


Afghanistan - 
Austria 
Belgium 


Cena. is dus 
Colombia 
Denmark 
Feuador. 
Egypt 
WEOR, 5.25 cantcndwcwapanee dxiiede 
Germany 
Greece 
Iceland 
Bs dak enibsndgucdsbath tebnat 
Indonesia. 
Iran 


RE ee es 
BN i bebe ncdintienanitnetintintentioahs 
GI, 5 ci ccnudnibiceiidininak 
GEN dctdtennaduusoseabendnal 
Pakistan 
PEN, <cdidiaktcedtnichosabasheauey 
Philippines 
Portugal 
Spain 
ONIN... Rin st acca adeemaed oabusaa 
Thailand__... 
Turkey . ia a 
United Kinedom....0.s<.<.--e- 
Vietnam ‘ cho 
Yugoslavia .. aheciniehial nteias 
European Coal and Steel Com- 
munity ....s<<. eteisislinickoa ey iurinaried 


Total 


Loan agreements 


$6, 433. 933. 19 
16, 000, 000. 00 
68, 900, 478. 55 
149, 215, 000. 00 
40, 000, 000. 90 
4, 000, 000. 00 
10, 000, 000. 00 
35, 516, 443. E7 
3, 100, 000. 00 
7, 510, 000. 00 
225, 600, 000. 00 
16, 900, 000. 00 
29, 200, 000. 09 
9, 300, 000. 00 
272, 156, 420. 78 


Loan disburse- 
ments 





$1, 535, 933. 19 


~” 25. 302, 760. 29 
3, 190, 881. 51 


1, 742, 805. 31 
1, 481, 113. 73 
225, 600, 000. 00 
16, 900, 000. 00 
25, 090, 10. 00 
5 300, 00. 00 
214, 317, 690. 95 


35, 616, 443. 57. 


Summary status of country loans, as of Dec. 31, 1956 


PEOPLES 


Interest collected 


“68, 000, 478.55 | $8, 011, 392. 81 


"3.517, 739. 73 


“91, 066, 782. 30 | 


211, 250. 00 


21, 251, 673. 80 





2, 436, 854, 689.03 | 2,017, 941. 087. 68 


162, 145, 341. 42 


495,749.44] 


Repayments of 
principal 


"2, 120, $48. 00 


13, 924, 804. 27 


17, 200, C00, CO 17, 200, 000.00 1, 930, 748. 29 95), 000. 00 
42, 000, 000. 00 42, 000, 000. 00 |_.-.- i dtikhindeciadneiie 
128, 200, 009. 00 128, 200, 000. 00 14, 422, 762. 46 644, 196. 88 
61, 290, 00/9. 00 35, 403, 887.92 |...--- cil cipal titania ser deena 
95, 600, 000. 00 95, 600, 090. 00 8, 494, 992. 41 1, 307, 144. 00 
108, 850, 000. 00 73, 640, 000.00 |_...-- fcichdig ee cultn mtd i. 
149, 500, 000. 00 149, 500, 000. 00 15, 225, 438. 13 1, 195, 714. 00 
39, 200, 000. 00 29, 200, 000. 00 4. 136, 465. 40 1, 610, 000. 00 
61, 000, G00. 00 26, 409, 756. 58 By Ba OP haodeconmiisodsene 
7, 750, WOO. 00 GE, SES Eswcenscsedbacciavcslod«cetiiabewdsons 
10, 000, 000. 006 |.......- : ; sedlienieiRaiel ; ssaitieiihin ticles sltaiees 
3A, 051, 000. 09 36, 051, 000. 00 3, 946, 533, 11 902, 365. 27 
92, 984, 726. 84 89, 048, 927. 33 6, 422, 002, 92 1, 194, 668. 62 
20, 400, 000. 00 20, 400, 090. 00 2, 292, 470. 89 730, 000. 00 
19, 000, C00, 00 6, 161, 196. 34 i“ c deceased inceakaniedllie 

130, 006, 686, 10 120, 627, 686. 10 | 6, 460, 435. 94 |... . 

384, 800, 000. 00 384, 800, 000. 00 38, 530, 917. 26 842, 250. 00 
25, 000, 090. 00 25, 000, 000. 00 |. — i cadeas ots 
25; GOR: GES. OB fccnicendcncnciee cdiake bosses “a 
190, 000, 000. 00 100, 999, 000. 00 | 4, 602, 986, 53 |........ » 

| 
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102 BUILDING A WORLD OF FREE PEOPLES 


(Attachment 4, response to question 4) 


Summary oF Actions TAKEN BY ICA To ImMpROVE ADMINISTRATION OF ITS 
PROGRAMS 


Covering period from January 1, 1956, to March 31, 1957 


During the past year, ICA has taken a number of significant policy and pro- 
cedural actions designed to simplify and accelerate the program development and 
execution process. The following is a summarization of some of the major im- 
provements already introduced, or in the process of installation, in an effort to 
improve program administration: 


PROGRAM PROCESS 


Much greater emphasis has been placed during the past year upon the concen- 
tration of program resources upon projects and programing activities of direct 
and significant relationship to the achievement of basic United States policy ob- 
jectives. Policies and procedures designed to eliminate all projects and activities 
of marginal significance have been put into effect. These changes have already 
resulted in tighter and better balanced programs. 

The agency also introduced numerous procedural changes implementing a special 
study concluded in the summer of 1956 covering the basic processes employed in 
the development and implementation of projects. These changes not only have 
resulted in significant simplification and acceleration of these processes, but in 
addition have conveyed a greater degree of operating authority and responsibility 
to ICA missions in the field. 

ICA- is also currently conducting an intensive study of the chronic problems 
created by the annual fiscal year program cycle. The objective of this study is 
to introduce such changes as may be required to— 

(a) standardize and simplify mission program submissions; 

(b) advance the timing of the program approval process to enable missions 
to begin implementing programs as soon after final congressional action as 
is possible; and 

(c) reduce the number of field program submissions to Washington sub- 
stantially reducing the workload on field missions in the development and 
revision of such submissions. 

In addition, ICA is building into the program development process new procedures 
which will facilitate determinations as to the need for, and availability of, tech- 
nicians required during the subsequent fiscal year. 

The program approval process was also revised during the year to permit a 
more careful analysis of the status of funds previously made available for existing 
projects. Through this device, we are now able to appraise more accurately the 
need for the allocation of additional funds to continuing projects. 


NEW PERSONNEL POLICIES AND PROCEDURES 


The difficulties encountered in obtaining and retaining qualified personnel 
willing to work overseas has continued to hamper the execution of mutual security 
programs. Although recruitments exceeded separations by 250 during the 
calendar year 1956, about 460 unfilled positions remained at the end of the year, 
approximately the same as at the close of 1955. 

To minimize these difficulties, ICA has developed and is in the process of 
introducing, a series of new personnel policies and procedures. These include a 
planned rotation of personnel between the field and Washington, a new promotion 
policy based on the qualifications and demonstrated capacities of personnel, a 
reassignment board and promotion panel, a strengthened system of training 
staff and development for overseas technicians, and recruitment and intensive 
training programs for junior and intermediate personnel. 

Through these various policies and mechanisms, ICA anticipates that personnel 
turnover will be significantly reduced, continuity of essential overseas operations 
will be assured, and more effective program planning and execution will result. 
These improvements will in the long run produce economies for the United States 
in terms of tighter programs and more rapid furtherance of United States foreign 
policy objectives. 
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CENTRALIZATION OF CONTRACTING FUNCTIONS 


A new Office of Contract Relations was established in March 1956 in order to 
centralize in one office all of the agency’s contracting functions which were pre- 
viously dispersed throughout other offices of the agency. This single office is 
now the focal point of authority and responsibility on contractual arrangements 
and has the responsibility of executing or approving all actions in the contracting 
process. 

EVALUATION PROGRAM 


After considerable study of methods by which the ICA assistance programs of 
defense support, economic development and technical cooperation in some 70 
countries could be expertly and regularly reviewed and appraised, a special 
program evaluation office, reporting directly to the Director of ICA, was estab- 
lished in 1956. Evaluation teams made up of senior experienced ICA and State 
Department officers review country mission programs and operations on the 
ground. In this way it is planned to obtain evaluation of each of our country 
programs at least once every 2 years. 

Initiation of this program constitutes one part of a comprehensive program 
instituted by the Director calling for continual evaluation of ICA program and 
management by a variety of means. Program objectives, content, and operating 
effectiveness of field installations is the province of the evaluation staff; fiscal 
audit and management appraisal of field and International Cooperation Admin- 
istration in Washington units is being conducted on an expanded scale by an 
internal audit staff in the Office of the Controller; personnel security and integrity 
is secured by the activities of a separate office charged with these responsibilities; 
and all ICA units are charged with conducting evaluations of their own operations 
and performance to establish specific goals and standards and to make regular 
assessments of their progress. 

PROCUREMENT 


ICA continues to improve procedures for the procurement of commodities 
required for its programs. On the policy side, ICA has emphasized maximum 
competition among countries of the free world in supplying ICA-financed com- 
modities. To speed up the entire procurement process, procedures have been 
installed which decentralize the optimum amount of procurement responsibility 
to ICA field missions and to cooperating countries. Improved procurement 
reporting and followup systems have been introduced. All of these measures will 
help in obtaining the greatest value for each dollar spent on program commodities 
and will materially expedite the procurement and shipment of goods urgently 
needed for the accomplishment of our programs and projects throughout the 
world. 

IMPROVEMENT OF FISCAL OPERATIONS 


Continuing emphasis has been placed upon the improvement of the fiscal 
operations of the agency to provide a more effective direction of ICA financial 
operations, and to assure proper utilization of mutual security program funds. 
The Office of the ICA Controller has been strengthened considerably during the 
past 18 months. Washington and field audit staffs have also been increased, 
emphasizing field audit of expenditures, proper utilization of commodities financed 
to countries under the program, and the proper use of counterpart and local 
currency funds. 

Improved fiscal reports from field missions and United States agencies partici- 
pating in the program have been introduced through the increased use of modern 
machine accounting and reporting systems. It is now possible to report on the 
status of obligations and expenditures of mutual security functions more rapidly 
and completely than heretofore. . 

The foregoing is, of course, a generalized summary of the intensive efforts made 
by ICA to improve the effectiveness of its financial procedures and operations. 
For a more comprehensive statement of our progress and plans for continued 
financial management improvement, we are attaching a copy of our report of 
February 9, 1957, to the Bureau of the Budget in this connection. 
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